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THE Ricardian doctrine of value has had its share of 
the general sifting of cardinal principles which has been at 
work in England and abroad for the last two generations. 
No one would now agree with Mill that there is nothing 
in the laws of value which remains for any future writer 
to clear up.* In England, the criticisms of Jevons and 
others have made a deep impression. The positive doc- 
trines of Jevons have not had an equal success, but they 
have fared somewhat better on the Continent; and, in 
Austria, a body of doctrines substantially identical with 
those of Jevons have become the tenets of a strong school, 
which has made Austria more prominent in economical 
discussion than she has been for at least a century. 
There seems to be something of the same intellectual 
rivalry between Austria and her German neighbors as be- 
tween America and England. 


* Political Economy, Book III. chap. i. § 1. 
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Karl Menger,* Friedrich von Wieser,} and Eugen von 
Bohm-Bawerk ¢ are the leading writers of the school. 
Their German forerunners are chronicled by Béhm-Ba- 
werk, as their English by Jevons; but, till Jevons and 
Menger, the doctrines now to be described were hardly 
before the public in either country. 

Jevons seems to have had priority in time, having 
given his views to the British Association in 1862.§ His 
complete exposition, however, first appeared with his 
Political Heonomy in 1871; and in that same year Menger 
published his Grundsdtze der Volkswirthschaftslehre, in 
which he expounded the doctrine of value as Jevons had 
expounded it. 

The Austrian writer seems to have owed nothing to 
the English.|| Internal evidence alone would show that 
they were quite unconscious of each other’s works. 
Their starting-points and their emphases are quite differ- 
ent. Jevons is suffering from reaction against Ricardo 
and J. S. Mill; and he lays most stress on his “ General 
Mathematical Theory of Political Economy,” or, in other 
words, his application of mathematical formule to the 
Benthamite Utilitarianism, upon which Ricardian eco- 
nomics had been largely founded. 

Menger, on the other hand, is making stand against 
a very different enemy, the German historical school, 
whose methods had departed only too far from Ricardo; 
and he recurs to a deductive method based (as Ricardo’s 
professed to be) on known principles of nature and 


* Grundsdtze der Volkswirthschaftslehre. Svo. pp. 299. Vienna, 1871. 

t Ursprung und Hauptgesetze des wirthschafilichen Werthes. 8vo. pp. 228. 
Vienna, 1884. 

t Two papers in the Jahrbiicher fiir Nationalékonomie, entitled Grundziige 
der Theorie des wirthschaftlichen Giiterwerthes: Theil I., Die Theorie des subjek- 
tiven Werthes, in vol. xiii., N. F. (1886), p. 1; Theil II., Die Theorie des 
objektiven Werthes, ibid., p. 477. 

§ His paper is printed in the Journal of the Statistical Society, June, 1866, 
p. 282. 
|| Of his followers, Wieser shows most signs of assiduous study of Jevons. 
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human nature, while following an apparently new path. 
He and his followers may occasionally make use of mathe- 
matical illustrations, but the important point with them 
is always what we may call (pace Béhm-Bawerk) the 
psychological analysis which is distinctive of their doc- 
trine of value. Menger’s somewhat heated controversy 
with Schmoller on the Methodology of economics need 
not occupy us here, though it serves to throw light on 
the mental attitude which led him to his new economical 
starting-point.* 

Turning now to the “ National Economy” of Menger, 
we find him at the outset assigning to economics the 
investigation of certain principles, fixed independently of 
individual will, which determine what makes a thing 
“ useful,” a “good,” and a thing “valuable” to me, and 
under what conditions an economical “exchange” of 
goods can take place, as well as under what conditions 
prices move up and down. Ricardo might possibly have 
used the same language, but his difference from Menger 
appears as soon as the principles are examined in detail. 

Ricardo has given a theory of value that concerns 
only vommercial values.: Like Adam Smith, he identifies 
“value in use” with utility; and, though he describes it 
as absolutely essential to “value in exchange,” he treats 
it as a mere preliminary conditio sine gua non, which 
explains no distinctive feature of value in exchange. 
The specific cause of value is regarded as one of two 
alternatives: it is either the scarcity of the article in 
question or the quantity of labor required to obtain it. 
There are articles (he says) whose value is derived from 
scarcity alone, and which have “a value wholly inde- 
pendent of the quantity of labor originally necessary to 
produce them and varying with the wealth and inclina- 

*Compare Quarterly Journal of Economics for July, 1887, pp. 503, 504; 
Jahrbiicher fiir N ationalékonomie, viii., N. F. (1884), p. 107 et seq. 


t His illustrations show that he means one of two alternatives, and not a 
combination of two elements, 
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tions of those who are desirous to possess them.”* He 
dismisses this kind of value as curtly as he dismissed 
value in use, and confines his inquiries to the exchange 
value of such goods as can be multiplied by labor or (to 
use a common phrase) are “freely produced.” 

To Menger and his followers, nearly every step in this 
proceeding is unsatisfactory. In the first place, they 
deny ¢ that value in use is convertible with utility. They 
contend that the two are related as actuality to possibil- 
ity. Utility means that an article is a possible cause of 
the satisfaction of my want; value, that it is the indis- 
pensable condition on which that satisfaction actually 
depends. All water and food are useful to a man; but, 
where both are present in abundance, they have no value 
for him, not even value in use: it is only when the satis- 
faction of his hunger depends on a particular loaf that 
that loaf will have value for him. The ordinary symp- 
toms are that in the former case he is willing to waste, 
but not in the latter. In fact, utility and scarcity, the 
conjoint conditions of value in exchange in the case of 
one of Ricardo’s two species of that phenomenon, are con- 
joint conditions of that value in use which is antecedent 
to both of them. Value to me means “importance for 
my welfare”; ¢ and a thing has no importance for my wel- 
fare if, in the first place, it can satisfy no want, and if, 
in the second, it exists with others like it in such abun- 
dance that I cannot consider myself absolutely dependent 
on it alone for my satisfaction, having all its fellows to 
serve my turn. 

Differing thus at the outset from Ricardo’s view of 
value in use, the Austrian economists take a different 


* Political Economy and Taxation, chap. i. 

t With Schiiffle, in the treatise quoted below, Ethische Seite, p. 10. 

t ‘* Bedeutung,”’ a phrase made current in this connection by Schiiffle, the 
critic, as well as, in a sense, the forerunner of the Austrian school. See, e.g., 
his Ethische Seite der nationalikonomischen Lehre vom Werthe, Tiibingen, 1862. 
Compare his Mensch und Gut, 1861. 
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view of its place in economical investigation. They 
believe that, if Ricardo had paid due attention to value 
in use, or, as they variously call it, “subjective value,” or 
“personal value,”* he would not have found his treat- 
ment of value in exchange encumbered with so many 
difficulties, and he need not have banished scarcity value 
to the limbo of economical anomalies. 

As Jevons, in opposition to Mill, insists that the whole 
theory of Political Economy must depend on a correct 
theory of consumption, so the writers of this school con- 
tend that the whole theory of value in exchange depends 
on a correct theory of value in use. “A national eco- 
nomics that leaves out the theory of subjective value is 
built on air.” + One of them, indeed (Wieser), confines 
his main work entirely to this form of value. 

Let us look at the manner in which they rear the 
building on this foundation. The difference, they say, 
between goods, or utilities, and economical goods, or val- 
ues in use, being the difference between mere power to 
serve us and actual indispensableness to our service, is 
clearly a question of quantity. How, then, do we explain 
the paradox that such indispensable things as air and 
water have usually no value? The answer is that, though 
indispensable as a total, they are so unlimited in quantity 
that, in normal circumstances, no particular sample of 
them has any importance for our welfare. We must 
avoid the fallacia sensus compositi et divisi. Each part 
by itself is not indispensable. On the other hand, if we 
decrease the largeness of the whole, we bring the parts 
nearer and nearer to value till they actually reach it. 
We must, in all cases, regard ourselves as dealing with 
concrete wants and quantities, and not with generic or 
abstract; and we must in each given case be certain 
what our concrete facts are supposed to be. To a miller, 


*** Subjective” value is a phrase of Neumann’s adopted by BOhm-Bawerk, 
Wieser prefers “‘ personal.” 
t Bohm-Bawerk. 
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a glass of water from his mill-stream has no value; for, 
if he has one dashed from his lips, he can get others from 
the same quarter. But let his total mill-stream be the 
concrete quantity considered, his total mill-stream has a 
great value to him, as he quickly shows, if his neighbor 
tries to cut it off from him. Yet, if mill-streams were as 
plentiful to him for working his mill as glassfuls of water 
from his own mill-stream are for quenching his thirst, he 
would attach as little value to the one as to the other. 
So air to a diver is to be had in limited quantities, and 
has value. To the ordinary man, it is to be had in un- 
limited quantities; and the particular quantity of it which 
he breathes is not indispensable (for he can get others 
like it), and has therefore no value. In other words, the 
considerations applied by Ricardians to one case of value 
in exchange can be shown to apply to every case of value 
in use. 

In the next place, still confining ourselves to value in 
use, we ask ourselves what are the degrees of value, and 
why one thing is recognized as more important to my 
welfare than another. The psychologists may settle why 
it is that men identify their interests with material things, 
and associate the satisfaction of a want (which is the real 
aim) with the material goods or outward acts (which are 
only the means of its satisfaction). The economist as- 
sumes the fact of identification, and considers the various 
forms it may take. In doing so, he meets with contra- 
dictions économiques similar to the one about air and 
water, and recurring in economical text-books with the 
same tedious frequency as Cesar and Caius in formal 
logic. 

Supposing that diamonds and loaves of bread are both 
important to my welfare, inasmuch as both of them satisfy 
my wants: are not the two wants very different in kindy 
and is not the latter so much more important than the 
former that the loaves have a higher value in use than 
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the diamonds, although the diamonds have the greater 
value in exchange? Without dealing with exchange at 
all at this stage, we can answer (1) that the loaves have 
not really, except in an absolute dearth, so great a value 
in use as the diamonds; and yet (2), of the two wants con- 
cerned with these two several objects, the want of food is 
undoubtedly more vital than the want of jewelry. We 
have therefore to consider in each case not only whether 
an article is or is not indispensable to the satisfaction of 
a want, but whether the want in question is high or low 
in our own particular scale of wants. For every man 
arranges his wants consciously or unconsciously in a 
certain scale of importance, and decides that some must 
be satisfied before others. Not only so, but he also ar- 
ranges what Jevons would call the “increments” of the 
satisfaction of each of them in another scale, and judges 
that the first draught of satisfaction of the highest order 
of wants must come before any satisfaction of lower 
orders, while, at the same time, the lower orders may 
have a claim above the latest increments of the satisfac- 
tion of the higher. Food may be prized more highly than 
tohacce ; but the latter may be prized more highly than 
a fourth meal in the day, pleasant, but not needful for 
health and energy, and not so pleasant as the pipe. Most 
wants are satisfied piecemeal, and there is always a point 
where satisfaction ceases and satiety supervenes. Hence, 
the scale of degrees acts in combination with the scale of 
kinds of wants; and both of them are influenced by the 
individual character and standard of living and aim in life, 
as well as by general laws of human nature. The two 
scales may be represented in a diagram, which is taken 
with some slight alterations from Menger and Bohm- 
Bawerk,* and can be adapted and amplified at will by 
the reader: — 


*See, e.g., Jahrbiicher, xiii., N. F., p. 25. Of. Jevons’s Political Economy, 
chap. iii. 
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Degree. I. Food. Il. Clothing. Ill. Lodging.| IV. Smoking. 
First, Necessary for 
life. 
Second, | Necessary for First suit, 
: health. necessary. 
Third, Agreeable. Second suit, 1 room. 
convenient. 
Fourth, | Less keenly Third suit, 2 rooms. 4 pipes 
agreeable. desirable. a day. 
# ic) o 
Fifth, Still less keenly | Fourth suit, not | 3 rooms. 8 pipes 
agreeable. unacceptable. a day. 
Sixth, Satiety. Fifth suit, 4 rooms, Satiety. 
satiety. satiety. 




















If the “subject” concerned in the above table were 
forced to retrench, he would encroach on the lowest lines 
of the latest columns first, or else the table has been inac- 
curate. As he was more closely pressed, he would ascend 
from right to left, till, if he were in desperate straits, all 
would go rather than the supply of the first degree of 
Want I. The arithmetic of the table would not bear to be 
pressed. The difference in degree of importance between 
one meal when it is the only accessible one and one 
meal when it is any one of five alternate meals is not as 
5 to 1, but as infinity to 1. When we draw near to abso- 
lute necessity, the increase in importance (as has been 
noticed by economical observers from Gregory King 
down) is geometrical rather than arithmetical. Even in 
the case of what is not a physiological or even a social 
necessary of life, but is only made a necessary by the con- 
ception which a particular individual has formed of the 
ends of his own particular life, the importance of the 
object often increases with the decrease in its quantity in 
far greater than arithmetical proportion. The importance 
of a single available specimen of a particular Greek coin 
will to a collector be far more than double the importance 
of two specimens. 
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We become conscious of the gradations of our own 
scale of wants most clearly when we are either adding to 
our stock of goods or losing part of it, for an addition 
or subtraction might possibly affect the whole scale of 
wants, and would certainly affect parts of it. Looking 
further at our proceedings on such an occasion, we find 
that most of our stock of goods can be used to satisfy 
more than one kind of want. We may use corn for our 
own food, or we may feed our horses with it, or make 
spirits from it. How are we to judge what is the impor- 
tance, or, in other words, the value, that is attached to an 
article having these alternative uses? The answer is (and 
it brings us to the central point of the theory): We judge 
of the value a man attaches to an article by the lowest use 
to which he is willing to put it. If he would light the 
fire with mahogany wood, the mahogany to him has 
simply a fire-lighting value; or, if he would feed horses 
with his corn, he values corn at its horse-feeding value. 
He feeds himself with it, too; but he has enough of it to 
make any particular quantity of it only of the horse-feed- 
ing degree of importance to him. We judge that such and 
such a use is the lowest from the fact that, when the stock 
of goods is decreased, that use is first forgone. For exam- 
ple, if the supply of corn were cut short, the horses would 
lose first, or (to take the other case) the mahogany would 
cease to be used as firewood. The value of an article, 
therefore, is to be judged in every case by the impor- 
tance of the least important want that a man would actu- 
ally satisfy by means of the said article, for only to that 
want, and not to the others, is that article an indispensa- 
ble condition of satisfaction. “Subjective value” depends 
not on utility, but on “final utility” (Grenenutzen),— 
the lowest or least of the actual utilities rendered to us 
by the valuable article. 

The theorists with whom we are dealing explain (one 
of them, Béhm-Bawerk, with peculiar care) that the 
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“dependence” is not to be taken as a fact of causation, 
but as an ascertained fact of interpretation. Looking on 
any completed act of valuation, we find that, consciously 
or unconsciously, it involves this regard to the final util- 
ity. On the other hand, when the action of an economic 
agent is viewed, not as completed, but as still in prospect, 
it is not the minimum, but the maximum, of utility that 
we suppose to be kept in view by him. The act com- 
pleted, however, we ask, What is his actually lowest maxi- 
mum? and that is the final utility now under consid- 
eration. 

Cases of daily life at once occur to the mind, which this 
simple theory seems to leave unexplained. Béhm-Bawerk, 
whose skill in economical casuistry * is well known to 
readers of his book on Theories of Interest,} makes a brave 
attempt to clear up the difficulties. First of all, he says, 
we must not suppose the doctrine to mean that the final 
utility of a given whole is determined by the utility of its 
least useful part.t The value of the whole as a whole is 
determined by the final utility of the whole, and the value 
of the parts as such (i.e., not as conjoined, but as separate 
and alternative pluralities) is determined by the final 
utility of the parts as such. For example, if we ask our- 
selves what is the value of a skin of water in the desert 
to a traveller there, whose whole water supply it is, the 
answer is that the final utility of the whole skin — all or 
nothing — may be infinite. It may mean life or death to 
the man. He would not sacrifice it for any consideration. 
But consider it not as one and indivisible, but as a collec- 
tion of separate cupfuls of water, then the value of each 
cupful, as such, is determined by (which means is judged 
from) the worst use to which the traveller is ever willing 


* His own phrase. 
t Kapital und Kapitalzins. Band I., Geschichte und Kritik der Kapitalzins- 
Theorien. 8vo. pp.510. Innsbriick, 1884. This volume is at present (August, 
1888) in course of being translated into English by Mr. W. Smart, of Glasgow. 
¢ An interpretation countenanced by the language of Wieser and Jevons. 
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to put a cupful. If this be washing, then the value of 
each part is washing value: whereas the value of the 
whole as a whole is not washing value, but life or death 
value. In the second place, we are told that, though the 
final utility of the parts does not determine the value of 
the whole, yet it is rarely the case with any particular 
part that its value is settled by its own final utility; or 
else we should judge the cupful that quenched thirst in 
the desert to be infinitely more valuable than the cupful 
that washed hands or clothes. In all the parts but one, 
the final utility that fixes their value for them is “an 
alien utility,” —the final utility, not of themselves, but 
of some other part, which in the above instance is the 
washing cupful. In the third place, what is true of simi- 
lar specimens of the same kind of goods (e.g., cupfuls of 
water) is true of goods that are'replaceable at the sacrifice 
of a substitute of a different kind, whether in the way of 
exchange or in a more direct way. The final utility deter- 
mining its value is in that case again “an alien utility,” 
—the utility of the worst used substitute. If I lose my 
coat and do not replace it, then its final utility has been 
also its total utility, its worst use was also its best. But, 
if I replace the lost coat by giving up something else to 
purchase a new one or to wear as a coat, then the coat’s 
value was not its total, but its final utility ; and the latter 
itself is not its own, but the final utility of the means 
of replacement (money or otherwise). 

So far as we have followed our authors, we should infer 
that final utility was an analysis of the nature rather than 
of the causes of value. It states the fact itself rather 
than the reason for the fact. From their own description, 
value appears as the effect of two causes,— utility and 
scarcity. The value of a shilling to me depends on its 
final utility in the sense that you only know its value to 
me, if you know its final utility to me. In other words, 
its value means its final utility. There still remains the 
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question,— why its final utility is no more and no less, 
why I would use the shilling for what turns out to be the 
lowest purpose for which I would ever use it, why do I 
stop so soon, and not go to a lower purpose, or why do I 
not stop sooner, and not go so low? The answer is that 
the limit is fixed for me by my wants and my resources, 
taken together and in relation to each other; in other 
words, by the thing’s utility and (in relation to my re- 
sources) its scarcity. My shillings are so comparatively 
abundant that I can satisfy my wants thus far and no 
farther by means of them. The circumstances of modern 
industrial society, it is true, introduce complications into 
these relations. The scarcity of an article in relation 
to me is determined not only by the extent of my re- 
sources, but by the resources and “effective demand” of 
other people, by the “supply and demand” * of the goods 
in question over society at large. In ordinary cases, the 
said “supply and demand ” affect the prices of goods, and 
therefore the extent of the deduction to be made from 
the individual’s store, when he replaces a lost article by 
a substitute. On the other hand, the Austrian writers 
justly contend, if it were not for the varying “scales” 
of wants and the correspondingly varying “ subjective ” 
values attached by different people to the same article, 
exchanges would not take place, and prices would not be 
settled as they are now. “ Objective value in exchange ” 
is the resultant of separate subjective valuations of the 
competing individuals in a commercial society. 

It may confidently be said that, unless the doctrine 
of “subjective” value is made to throw light on value in 
exchange, economists would not care to linger over it, as, 
after all, it is the social relations of human beings in the 
present industrial system that are of deepest interest to 
students of economics. Wieser’s book, on its first appear- 
ance, was severely handled by Dietzel,+ because the au- 


* Expressions that are explained below. 
t See Jahrbi‘cher, xi., N. F. (1885), p. 161. 














THE AUSTRIAN ECONOMISTS 13 


thor did not show the application of his theory to the 
world with which ordinary economists had always dealt. 
Professor Béhm-Bawerk has, with great courage and abil- 
ity, endeavored to remove this reproach from the school 
to which he belongs; and his treatise on Objective Value 
must be almost our sole guide in the following exposi- 
tion. 

“Objective value,” as he defines it, is by no means iden- 
tical with value in exchange. Indeed, the latter becomes, 
from one point of view, a case of subjective and not of 
objective value. We may regard it as the importance to 
my welfare of an article exchanged by me instead of con- 
sumed by me. This close contact of “objective” with 
‘subjective ” value need not surprise any one who remem- 
bers the general impossibility of keeping these two philo- 
sophical notions, subjectivity and objectivity, out of each 
other’s reach. But, for economical purposes, objective and 
subjective values may be kept apart without much practi- 
cal difficulty. Objective value, according to our author, 
is best defined as simply the power of a commodity (con- 
sidered out of relation to any particular subject) to pro- 
duce certain effects. Firewood has heating value, food 
nourishing value; and (if the particular power conferred 
is power to exchange for other articles) a commodity may 
have purchasing value. The said purchasing value or 
purchasing power is therefore only one species out of 
many belonging to the genus Objective Value. It is eco- 
nomically the most important, and is practically the only 
one discussed by Béhm-Bawerk under this head.* He 
rightly refuses to confine the term “value” to one of the 
two main kinds, objective and subjective, or to attempt 
to prove that the two are forms of one and the same kind 
of value. He accepts both senses, because both are deeply 
rooted in the common language of men; and he tries to 


* Others are, e.g., letting value, hiring value, productive value (productive- 
ness), 
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avoid ambiguity by means of the distinctive philosophical 
epithets, subjective and objective. It seems, on the whole, 
as precise a distinction as can usually be procured in eco- 
nomics, though, to English readers at least, the terminology 
would be a serious stumbling-block. 

Value in exchange being first defined as the power one 
thing has to fetch others in exchange, the next preliminary 
definition is that of Price, which is said to be not “ value 
expressed in money,” but the actual equivalent goods 
(whether money or not) given in exchange. The valwe 
(in exchange) of a coat is thus its power to exchange, say, 
for two pairs of boots or for £4in money. The price of the 
coat is, then, the two pairs of boots or the £4 in money. 
The distinction, it may be admitted, is intelligible, and 
can be preserved with a very fair amount of consistency. 
We are, however, at once led by it face to face with the 
familiar question of economical text-books. How is the 
price itself explained? The answer is that under free 
competition of buyers and sellers, and on the supposition 
that each of them is seeking his own greatest immediate 
advantage, the price is determined by the subjective value 
of the article concerned to the least strong * of the actual 
sellers and the least strong of the actual buyers. The 
case is analogous to that of subjective value, where the 
criterion, too, is not the worst of all possible, but the worst 
of all actual uses. A strong seller, again, is one who 
attaches comparatively little value to his article, and can 
therefore come a long way down or let it go for compara- 
tively little. A strong buyer is one who attaches much 
value to the article he would buy, and can therefore go 
a long way up or give a great deal for it; and the least 
strong of the actual sellers and least strong of the actual 
buyers determine the selling price. 

The normal case may be illustrated by the subjoined 


* Tauschfahigkeit,— strength in exchanging,— a notion first fully treated by 
Menger, is much used by Béhm-Bawerk. 
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diagram,* where the articles offered are horses, all sup- 
posed of the same quality : — 


WOULD-BE BUYERS. WOULD-BE SELLERS. 
(Subjectively) (Subjectively) 

A! Values a horse at £60 B! Values his horse at £20 
A? “ “ 56 B2 “ “ 22 
A’ “ “ 52 7 B “ “ 30 
A‘ * ° 48 Bt . > a 
Ad « “ 44, BS “ “ 40 . 
A’ ” . 42 BS - +. 
A’ “« “« 40 B' “ “ 50 , 
A’ “« “ 36 BS “ “ 52 - 
A? . . 34 
Alo “ “ 30 


There are only five pairs that can exchange at all with 
economical advantage, and these are the five strongest 
buyers and sellers. The price is determined by the valua- 
tions of the least strong of these; namely, A® and Bé, 
B® can take anything over £40. A® can give anything 
under £44. The price will be between the two figures. 

An objection occurs. If the price is determined by the 
buyer’s estimate of the article’s value in use,} and if that, 
in the normal case of replacement by substitutes, depends 
on the buyer’s estimate of the value in use to him of the 
means of replacement, does not this mean that the market 
price depends on the market price? The answer given 
by our author is as follows: When the buyer comes for- 
ward to get his substitute, he carries in his mind a pre- 
sumption as to the state of the market. He values his 
coat at a certain low figure, because he has a certain pre- 
sumption as to the scarcity of coats. He has presumed 
that substitutes can always be got at that presumed figure. 
The said presumption has determined his use and abuse 
of his coat all along; and, till he comes to the market, it 


* Cf. Bohm-Bawerk, Jahrbiicher, xiii., N. F., p. 495. 

+ It must be said, once for all, that Béhm-Bawerk dislikes this term; but 
it has been kept as the most familiar English equivalent for the quasi-philo- 
sophical ‘‘ subjective value.”’ 
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is perfectly rational. But in the market itself he must 
not presume. He must see for himself how the supply 
and demand actually stand, and raise or lower his esti- 
mate accordingly. 

What, then, is the meaning of the “supply and de- 
mand”? These are terms for which Béhm-Bawerk has 
little respect, regarding them as the natural refuge of con- 
fused thinkers; but, since they are rooted in language, 
they must be explained. To explain them, he gives an 
account of the real reasons why the “subjective valua- 
tions” of what he calls the “terminal pair” * in the above 
diagram are at the height assigned. The said height is a 
result, first, of the numbers of the would-be buyers; second, 
of the degree of value these would-be buyers attach to the 
article concerned; third, of the numbers of would-be sell- 
ers; and, fourth, of the degree of value they attach to the 
article they would sell. Again, in the “degree of value” 
so specified is involved a comparison between the article 
concerned and the other article (say money) which is to 
constitute the price of it. If a buyer is said to value a 
horse at £40, this means that one horse has more impor- 
tance for his welfare than forty sovereigns. It is a com- 
parison of the two, horse and money, that determines the 
maximum amount of his offer; and, as the same is true, 
mutatis mutandis, of the seller, we must add to the above 
four reasons two more, the value of the price to the buyer 
and the value of the price to the seller. 

But from the whole of this statement it is clear that 
two-thirds of the conditions of objective value depend on 
a comparison between wants and their means of satisfac- 
tionf over society as a whole. The old doctrine that 
“prices are regulated by the aelation of supply and de- 
mand” was (we are told) not false, if the terms were un- 


* Grenzpaar, on the analogy of Grenznutzen, which for its part may be 
translated either final or terminal utility, both terms used by Jevons. 


t Bedarf und, Deckung. 
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derstood to include not only the number of articles offered 
and desired, but the various motives influencing the buyers 
and sellers respectively. It is when demand and supply are 
both taken as quantities, and the price is said to depend 
on the suppliers and demanders agreeing to supply and 
demand the same quantity,* that the formula is wrong; 
for the height of the price depends not only on the quan- 
tities offered and demanded, but on the eagerness of the 
sellers and buyers. So, also, demand is often divided into 
effective and ineffective; but this is only right if it is 
remembered that “ineffectiveness” includes want of will 
as well as want of power. The demanders excluded from 
the fixing of the price are those that are not prepared to 
pay a certain price, either because “their poverty and not 
their will consents” to their withdrawal or because their 
notions of the subjective value of the article to them do 
not allow them to pay the price. Intensity of desire, too, 
can be recognized as a condition of a strong demand only 
if qualified in a similar way by the double limitation of 
resources and of standard of living,— in fact, if it is made 
as much a matter of will-ing as of wish-ing. 

It is, however, in regard to supply that the most burn- 
ing questions arise. Ricardo hardly allowed demand to 
influence price at all. When we ask on what depends the 
lowest figure at which the supplier is prepared to sell his 
ware, we are told by the supporters of the ordinary ortho- 
dox doctrine that (in addition to the value, for the seller, of 
the article he is selling, and the value, for the same seller, of 
the article, usually money, for which he is offering it) we 
must take into account the cost of production. But (ac- 
cording to our authors) the connection of cost with price 
is not to be found in any influence of the former on the 
decision of the supplier to sell or not to sell at a given 
minimum price. He will not sell for less than the article 

* Mill, Book III. chap. ii. § 3: ‘‘ The ratio intended is that between the 


quantity demanded and the quantity supplied.’’ The next paragraph ( § 4) is 
in greater agreement with Béhm-Bawerk. 
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is (subjectively) worth to him; but he may and often 
does sell it below its cost, however reluctantly. The real 
connection between cost and price is the effect of cost on 
the number of articles produced. The law of cost is not 
to be opposed to the law of supply and demand, as if they 
were rivals on equal terms. Cost is only intelligible in 
relation to supply and demand, and in a very subordinate 
relation. The law of cost is a particular law of supply: 
it formulates the conditions of the supply, not of all arti- 
cles, but of those that are “freely produced.” 


The discussion has reached a point where it has more 
than a mere academic interest; and no apology need be 
made for a somewhat full statement of the application of 
the doctrine of the Austrian school to the special ques- 
tions of cost and the means of production. These ques- 
tions come up first of all (in the writings before us) under 
the head of Subjective Value, though they are most famil- 
iar in ordinary economical discussions in connection with 
Exchange and Distribution. We are told that, to get a 
clear view of the situation, we must follow Menger in 
arranging the means of production according to their 
nearness to their final products. Let us call these last 
goods of the “first rank” (say, the finished loaf); goods 
one step removed, goods of the “second rank ” (say, bread 
a-baking in the oven); another step removed, goods of 
the “third rank” (the flour in the mill); and so on till we 
get to the farthest traceable ranks (the elements from 
which the crops in the field are derived). The instru- 
ments used in the various ranks are (we suppose) to be 
ranked according to their respective goods, though it is 
materials alone that are mentioned by our author. The 
water-wheel, as affecting goods of third rank (grain becom- 
ing flour), would be itself of third rank. The description 
given by Menger* of capital as “nothing but a total of 


*See Volkswirthschaftslehre, pp. 127, seq. But in his article on ‘‘ Capital” 
in the Jahrbiicher, July, 1888, Menger desires to confine the term Capita! to 

















THE AUSTRIAN ECONOMISTS 19 
complementary goods of higher rank” (i.e., of a rank 
remote from the finished article) now becomes intelligible.* 
But, as to the question of cost, we want to know what 
determines (a) the subjective and (6) the exchange value 
of these remote means of production, whether instruments 
or materials. Now, on the principles of the school, the 
subjective value of these must mean, as subjective value 
means in all other cases, that they are an indispensable 
condition of my satisfaction, and thereby have importance 
for my welfare. In their case, it is true, they are a con- 
dition of a condition; but the indirectness does not alter 
the fact. “ Predicatum predicati predicatum subjecti.” 

Let the final product be called A, and its means of 
production G?, G8, G+, in order of remoteness. Let us 
assume for simplicity that these means of production are 
concerned only with this one article, and have no col- 
lateral or by-products. On what does the subjective 
value of each member of the series depend? The value 
of the finished article (or A) is determined by its final 
utility. As to the article of the second rank (G?), if it 
were absent, we should lose the finished article (A) itself, 
and with it its final utility. In other words, the want 
satisfied by A depends, not only on A, but on G?; and, 
as G? depends on G*, A depends on G*, and for a like 
reason on G‘. In other words, all the successive and 
co-operating means of production, through all ranks of 
the series, are conditions of the final utility of their ulti- 
mate product, the article to be consumed. It follows (1) 
that the value of all members of the series is in princi- 
ple one and the same; (2) that greatness or smallness of 
value is fixed, in the last resort, by the finished article’s 
final utility ; and (3) that it is fixed, in the first instance, 
for each member by the member directly succeeding it, or, 


‘* money devoted to increase of income,” and to use ‘‘ means of production,” 
as the least ambiguous term, in such investigations as the one now before us. 


*See Béhm-Bawerk’s Kapital und Kapitalzins, i. pp. 6, 256, 257. 
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in other words, produced by it. In practice, men do not 
refer to the last so much as to the first instance. They 
often take the former for granted on the strength of the 
commercial knowledge of themselves or others. A tim- 
ber merchant, when he is considering what is the value 
to him of wood for cask staves, does not trouble himself 
about the ultimate destiny of the staves, but only about 
the quantity of them he can make out of a given quantity 
of wood, and for how much, when made, they will sell in 
the existing state of the market. Yet, if casks went out 
of use and fell in price, his staves would follow suit,— the 
value of the means of production thus proving its depend- 
ence on the value of the finished product. 

On the other hand, it will be said that, as a matter of 
experience, we find the value of goods rising or falling 
with their “cost.” Now, the cost is nothing but the total 
of the “productive goods,” labor, capital, and any other 
outlay which must be expended to furnish a certain prod- 
uct. On this, it is to be remarked that “identity of cost 
and value” is only another phrase for the identity of the 
value of the means of production with that of the product, 
without any invidious indication of precedence. Popular 
language, however, too often suggests that the value of the 
product is determined by the cost of production, whereas 
the truth (according to our authors) is that the value of 
the “cost-goods” is determined by the value of the product. 
Our authors differ both from the “labor theory,” which 
refers all value to cost and all cost to labor, and from 
the “ Dualistic”* or Ricardian theory, which alleges two 
distinct sources of value (usefulness and cost), and refers 
to the one whatever it cannot explain by the other. But, 
as the statement of a mere tendency or approximation, 
the doctrine that value is identical with cost is, they 
admit, substantially true in the case of freely produced 
articles, any discrepancies in their case between cost and 





* Bohm-Bawerk, in Jahrbiicher, xiii., N. F., p. 61. 
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value being occasioned by the fact that production takes 
time,* and, between the first step in production and the 
last result of it, men and things may have altered. The 
wants of men, the comparative quantities of goods in the 
market and men’s views about them, may change; and 
then their estimate of the subjective value of the goods 
employed in production will change also. Such discre- 
pancies are beyond any fixed rule. There is, however, 
another discrepancy, which is permanent and regular; and 
it is the discrepancy caused by the mere length of time 
taken in the conversion of the means of production into 
the finished product. The value of the means of produc- 
tion in the remote ranks will lag steadily behind the 
value of the finished product, in proportion to the length 
of time taken in the passage from the former to the latter. 
In this kind of discrepancy, Béhm-Bawerk sees the real 
key to the phenomenon of interest on capital, though he 
has not as yet given his views to the public at length on 
this point. But, in the discussion of cost, he asks us to 
neglect both of the above kinds of discrepancy. 

Let us now retract the assumption which we made,t 
that the given means of production concern only one kind 
of product. In most cases, the goods of second, third, or 
fourth rank, in the regress of the economic observer, may 
be capable of producing not one kind of article only, but 
a number of alternatives. Iron may be made into nails 
or ploughshares or fire-grates or fifty other things. The 
question to be asked is, Which of the alternative products 
determines the value of the common means of production? 

Suppose a sample of G? to produce either A or B or C, 
and the final utility of A to be 100, of B 120, of C 200. 
The final utility of their common means of production 
(a sample of G*) will be the lowest,t;— namely, 100; for, 


* Cf. Menger, Volkswirthschaftslehre, pp. 40 to 45. t Above, p. 19. 
t That is, will be according to the lowest, allowance being made for the 


discrepancy of time and for the other co-operating elements,—labor, etc. 
Bohm-Bawerk, Jahrbiicher, xiii., N. F., p. 538. 
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if we had only two samples of G? and had therefore 
to lose one of the three,—A, B, and C,—it would be 
A, as the lowest, that would be sacrificed, and it is 
therefore its existence that depends on a third sample of 
G?, Therefore, a G?, when it can be economically used 
to produce A at all, is in value to us as A, and not as B 
or C. In the same way, it might be shown that, of sev- 
eral alternative uses of a G%, the lowest, or that which 
leads to the lowest actually valued utility, will determine 
the value of G*. It appears, then, that the value of the 
least valuable ultimate product (of those products econom- 
ically produced at all) determines the value of the ante- 
cedent means of production from the lowest rank to the 
highest. 

We have next to ask what determines the value of the 
two other alternative products, B and C. If their own 
final utility, then their value would be greater than that 
of their means of production, which has been shown to 
become 100. But, as a B ora C, if lost, can be replaced 
by a substitute made from G? at the sacrifice of A, the 
said B and C will (by reasoning given in an earlier stage 
of this discussion) fall to the value of G*; i.e., to 100 
instead of 120 and 200. In fact, to our surprise, we find 
that, in the case of replaceable alternatives, it is (in all 
instances but one) the cost that determines the degree of 
value, after all; and the common identification of cost and 
price is therefore (in their case only) perfectly justified.* 
It is an “alien” final utility that determines their value ; 
and the alien utility in this case is that of an article which 
rules the value, also, of the cost-goods. Their value is 
therefore the same as that of their cost-goods. Though 
the road is roundabout, the point reached is the same as 
in the old Ricardian doctrine. Of freely producible goods, 
it is really as nearly true to say their cost determines their 
value as to say the west wind causes the rain. 


* Compare above, p. 11. 
t Bohm-Bawerk, Kapital und Kapitalzins, i. p. 442. 
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Let us now apply the doctrine to the value that “dwells 
not in particular will,” namely, to Objective Value in 
Exchange and to Price (whether in money or in other 
goods). These last result, as we have seen, from the 
subjective valuations of the finished product by the con- 
sumers; and, in their turn, they determine the demand, 
which is confronted by the stocks of producers as the 
supply. The market selling price results from the compe- 
tition of subjective valuers, as already described. 

Now, in each case, the height of the market price de- 
termines the height of the swljective value in exchange, 
and the value of the least valuable of the actually sold 
products determines the subjective value of the means 
of production. Each producer will subjectively value 
his means of production—say, iron—according to the 
market price of the article he makes out of it. One 
producer will value it, say, at 30s., another at 40s., an- 
other at 80s. a ton. With these valuations, they go to 
market. The extent of their demand is in proportion to 
the expected sale of their own goods. The intensity of 
their demand is in proportion to their several valuations 
above mentioned. No one will give more than the price 
he hopes to get for his article. The extremes would be, 
say, 2s. and 20s. The supply would be the stocks of iron 
from the mines, which will pass to the strongest buyers at 
a price between the estimate of the weakest of the said 
strongest and the estimate of the would-be buyer that just 
fails to be an actual buyer. The estimates in a great 
modern market would be so accurate that we may say the 
price is equal to the estimate of the lowest buyer. Now, 
as the lowest buyer’s estimate depends on the price of his 
own article, the said article is the limiting article (or 
Grenzprodukt), the least valuable of the uses to which 
iron can, in given circumstances, be economically put at 
all. But for all goods above that lowest there is an 
inducement to makers to increase their supplies; and, the 
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more this is done, the lower sinks the point where supply 
and demand balance each other, till at last, in the case of 
the next lowest sellers, the price goes down to the limit- 
ing point, where it ceases to be profitable. This is how 
all prices tend to be identical with cost in the case of 
freely producible goods. 


Such is, in outline, the theory of the Austrian school. 
To readers not familiar with its by-paths, it suggests some 
obstinate questionings. Those discussions of the relation 
of wants and the subject of wants to the means of satis- 
faction seem too easily apt (unless confined within rigid 
limits) to convert economical discussion into psychological. 
Even Béhm-Bawerk, who considers that the line of de- 
marcation can be easily drawn, does not, in practice, avoid 
a blending of psychology with economics. A utilitarian 
psychology and ethics have colored his whole theory, as 
they colored that of Jevons. He makes the possibility of 
the doctrine of final utility to depend on the commensura- 
bility of pains and pleasures. He makes the individual 
subject the sole judge of what is his final utility, and of 
what to him, therefore, is “ economical,” or the opposite.* 
But this is very different from the hypothesis of the older 
economists, whose “ economical man” was gifted with en- 
lightened, as distinguished from unenlightened, self-inter- 
est. And it is remarkable that, as soon as the Austrian 
economist reaches their problem (objective value in ex- 
change), he adopts their assumption, and tells us that his 
theory of exchanges is true of men who are pursuing 
their own gain with prudence and knowledge. There 
was surely no need to throw the “ rays of utilitarian dark- 
ness” into the subject at all. Such a table of wants as is 
given above (page 8) might be drawn up by philosophers 
of widely different schools or by ordinary economists with- 


* Bohm-Bawerk, Jahrbiicher, xiii., N. F., pp. 13, 50, ete. Yet he speaks, on 
page 55, of a “‘true”’ as distinguished from an apparent value. 
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out any philosophy at all. To introduce the philosophical 
theory that all motives are pleasures or pains, and each 
individual is the supreme judge of his own ends, is to cast 
doubt on the existence of any objective truth in the whole 
matter, and to make the very distinction between economy 
and waste an incomprehensible riddle. It may be added 
that, to those who believe that economic processes can 
and ought to be studied separately from philosophy, even 
though the economists’ results need to be complemented 
and supplemented by the sublimer study, the very use of 
philosophical terms for economical facts seems unnecessary 
and inexpedient. 

But, looking now at the general conclusions of the 
Austrian theorists, we may observe that they involve no 
“Copernican change of attitude,” or, in other words, no 
complete revolution in economic doctrine. The seeds of 
the new views may be found in the old economists.* Not 
to go back to Lauderdale and Malthus, we find, in such 
passages as the fifteenth chapter of Mill’s Third Book, for 
example, a full acknowledgment of the important part 
played by “subjective value” in economical processes : — 

Ii one thing [says Mill,.speaking of the Measure of Value], either 
by itself or by what it would purchase, could maintain a laboring 
man for a day, and another could maintain him for a week, there 
would be some reason in saying that the one was worth, for ordinary 
human uses, seven times as much as the other. But this would not 
measure the worth of the thing to its possessor for his own purposes, 
which might be greater to any amount, though it could not be less, 
than the worth of the food which the thing would purchase. 

And, in the passage immediately following this (the 
well-known section on Joint Cost of Production), Mill dis- 
tinctly speaks of the “law of supply and demand” as “a 
law anterior to cost of production and more fundamental.” 
In an earlier passage, he had said that “the utility of a 

* Professor Béhm-Bawerk (who has been kind enough to read the manu- 


script of this paper) points out that he has amply acknowledged this in his 
second paper on Value, Jahrbiicher, xiii., N. F., p. 502. 
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thing in the estimation of a purchaser is the extreme limit 
of its exchange value.” (Book III. chap. ii. § 1.) 

The idea so common in economical writers, from Lau- 
derdale * down to J. S. Mill, that “wealth” consists of 
“desirable things limited in quantity,” gains its clearest 
interpretation when wealth is understood as a sum total 
of things subjectively valuable, in the sense defined by 
the Austrian school. Nothing but this will save such a 
saying as, “Though air is not wealth, mankind are much 
richer by obtaining it gratis,” from self-contradiction. 

The service, therefore, that Jevons and the Austrians 
have rendered to economic theory seems to be, not the 
first introduction into it of “subjective value” (as if that 
were a new thing), but the clearer definition of it. “Final 
utility ” is rather a definition of value than an explana- 
tion of its causes, and the charm of a new term (itself in 
need of explanation) seems to have led them to exagger- 
ate its merits at the expense of more vital parts of their 
own doctrine. Even by their own accounts, the notion 
of “final utility” throws light rather on the nature than 
on the causes of value; and, as with wealth, so with 
value, the causes are our real difficulty. The service of 

| the school is to have shown, not merely that “ subjective 

| value” means final utility, but that the causes of subjec- 

\ tive value are the causes of all economic value whatever, 
‘whether value in use or value in exchange. Jevons him- 
self makes practical acknowledgment of this when, in his 
Primer (1878), he gives the causes of value in great detail, 
but says nothing at all of “final utility.” 

Again, it may be doubted whether the Austrian econo- 
mists have fairly met the challenge made by their critics 
to show the application of their doctrine to the modern 
world of exchanges.t| Béhm-Bawerk (in his reply to 


*On Public Wealth, p. 57. 
+ Emil Sax has applied it to Taxation in his Grundlegung der theoretischen 
Staatswirthschaft. See Quarterly Journal of Economics, July, 1887, p. 504. 
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Dietzel’s review of Wieser’s book) * does not deny their 
obligation to do this, and the whole of his second treatise 
(on Objective Value) may be considered an attempt to 
fulfil the obligation. At the same time, the criticisms 
passed by him, by Menger, and by Wieser on such views 
as the “cost theory,” and especially the “ labor theory,” 
of value, masterly as they often are, are, upon the whole, 
such as might have been used by economists like Wagner 
or Cohn, who differ from them on what they treat as the 
main question. There are signs that the shrewdest of 
the socialists themselves are ceasing to stake their political 
and social plans on the too vulnerable theories of Robertus 
and Marx, and that they would hardly dispute this part 
of the ground any longer. In any case, such propositions 
as that of Jevons, that “ labor once spent has no influence 
on the future value of any article,” are so far from pecul- 
iar to the school that, as Wieser points out, they might 
be deduced from the reasonings of Mill himself.t The 
very idea of final utility might perhaps have been sug- 
gested by the Ricardian doctrine that Rent is determined 
by the fertility of the least fertile soil in profitable culti- 
vation, and we might speak of the Ricardian law of rent 
as the principle of final fertility. Its affinity with final 
utility has,-in fact, saved the doctrine of Rent from altera- 
tion at the hands of Jevons or the Austrian economists. 

In regard to the doctrine of Capital, Interest, Profits, 
and Wages, Béhm-Bawerk has followed Menger’s view of 
Capital (as above mentioned) rather than the narrower 
view of Jevons, who confines it exclusively to means of 
maintaining laborers. The relation of Labor, Wages, and 
Profits to Value is treated incidentally in the book on 
Theories of Interest. In the second paper on Value, 


*‘* Theory of Subjective Value,’’ Jahrbiicher, xiii., N. F., p. 77, seq. See, 
for Dietzel’s review, Jahrbiicher, xi. pp. 161, 162. 

t Wieser, pp. 113, 114; Mill, Book II. chap. xvi. §5. Cf. what is said of 
Von Thiinen’s doctrine of Rent by Béhm-Bawerk, Jahrbiicher, xiii. p. 505. 
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we are expressly told* that, in the analysis there given, 
abstraction has been made of labor, tools, and industrial 
processes. The case, in fact, has been presented ab- 
stractly or under simplified conditions; and, if we are to 
see the whole truth about Objective Value in Exchange, 
we must recur to the views expressed by the author in 
the larger work,t where we are told that the amount and 
duration of the capital advanced (as distinguished from 
the labor bestowed) in production prevent value from 
any exact coincidence with cost in any case whatsoever. 
Ricardo’s qualifications of his “labor theory ” are described 
as of undoubted truth and importance. Ricardo rightly 
saw that the proportions in which fixed and circulating 
capital enter into cost will seriously affect value in ex- 
change. Now, it would strengthen the position of Pro- 
fessor Bohm-Bawerk and his colleagues very considerably 
if he could explain, not critically, but positively, the pre- 
cise effect of these and other modifications on his own 
theory of value in exchange. We should like to know, 
for example, what the value of labor is, when considered 
as a question of the objective value of services, which our 
author expressly allows to be “goods,” ¢ and therefore to 
be constituents in a complementary group of means of 
production. Does cost in wages play the same secondary 
part in objective value in exchange as cost in material 
goods? Would he subscribe to the doctrine of Jevons 
and Walker,— that wages are a residuum remaining after 
deduction of certain fixed elements, and depending essen- 
tially, therefore, on the amount of the produce? Would 
he regard profits as a fixed element at all, or (when dis- 
tinguished from interest and “wages of superintend- 
ence”) as entering into cost at all? 


* Jahrbiicher, xiii. p. 538, n. Cf. above, p. 68. 

t Kapital und Kapitaizins, i. pp. 404-407. 

t Rechte und Verhiiltnisse vom Standpunkte der volkswirthschaftlichen Giiter- 
lehre. 8vo. pp. 158. Innsbriick, 1881. See pp. 31, 57, 61. 
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The only writer of the school who has gone at any 

length into the above difficulties is Professor Emil Sax, 

of Prague, whose book on the economics of the State * 
includes an account of general economic principles. His 
views, in the main, are those of Béhm-Bawerk; but he will 
not allow that “services” are goods, or that labor is a 
service. When we say that “wages” are paid, we mean 
(according to Sax) simply that the capitalist purchases 
the workman’s part of the product while the product is 
still a-making.t— Labor is not a commodity; neither are 
wages “a recompense for the services of the workman.” 
They are “ the price of the workman’s share of the com- 
modity produced; it is his own product that constitutes 
his wages.” Contract-wages depend on a calculation 
(made in advance) of the probable price of the product. 
“Cost of production” means the value of the total of 
capitalized goods expended in the production, as com- 
pared with the value of the product itself when finished. 
Without value (objective market value in exchange) 
there would be no trustworthy means of comparing pres- 
ent sacrifice and future return, or (if you like) past sac- 
rifice and present return.t The employer, therefore, 
thinks entirely of the market price which he is likely 
to get for his finished article. The subjective value to 
himself of the said article does not come into the cal- 
culation; and hence it is that, roughly speaking, like 
work has like wages. It is otherwise with “services,” — 
e.g., of professional men,— where the subjective value to 
the person served is almost the ruling element in the 
price, and the payments are therefore very various.§ 
There, too, the payments are made by the served to the 


* Grundlegung der theoretischen Staatswirthschaft, Vienna, 1887, which 
should be read in conjunction with the author’s Wesen und Aufgaben der Na- | 
tionalékonomik, 1884. For the general drift, see Quarterly Journal of Economics, 
July, 1887, p. 504. 
t Staatswirthschaft, p. 230, note; ¢f. 242, 247, 322, 333. | 
t Ibid., pp. 328, 330. § Ibid., 242. 
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server, in goods made by the labor of the served or of his 
workmen; but, in hired labor for wages, the worker really 
receives not another’s, but his own product, in the garb of 
its price.* 

The relation of employer and employed is due to the 
institution of property, enabling me as it does to turn 
even the objects of immediate consumption, such as food, 
into means of procuring new goods: it embraces, in this 
way, “ Acquisition” by means of the production of others, 
in addition to “ Production” of my own. There are per- 
sons, for example, who want the food, but have no goods 
at the moment to give for it in exchange. Accordingly, I 
give them the food on condition that at some future time 
they shall make and hand over to me other goods for the 
satisfaction of my future wants. Self-interest demands 
that the amount of the required future equivalent shall 
be at least great enough to balance the comparatively 
greater (subjective) value of the food, as a present, in 
contrast with a future, means of satisfaction. Capital, 
therefore, besides becoming the means of production, may 
without losing its nature be devoted to the present satis- 
faction of present wants; that is, the present wants of 
others, who will then produce for my future benefit. 
“Means of production” should, strictly speaking, apply 
only to the capital laid out otherwise than in wages; but 
the extension of the phrase to the latter case is justifiable, 
for, if I get two sacks of corn a year for every one sack 
that I have given in wages, it is just as if I had myself 
used one for seed and reaped two at the harvest. Asa 
rule, the workmen having little or no property are obliged 
to purchase the means of living by selling me in advance 
their share of the product. Their dependent situation is 
due, like payment of interest on capital, to the existence 
of private property.t 

Professor Sax does not enter into the further details of 


* Staatswirthschaft, 246, 247, note ; ¢f. 242. Tt Ibid., pp. 322, 323, 
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distribution. He refers (in the manner of ordinary econ- 
omists) to the competition of workmen with each other 
and to their standard of living as affecting the amount of 
their share in the product, and (in the manner of the 
socialism which he disclaims) to “the necessary labor” as 
an item in the calculations about any production.* But, 
like his leader Menger, he bids us look for further light to 
the forthcoming work of Béhm-Bawerk. The Innsbriick 
Professor is therefore at the present moment the foremost 
champion of the Austrian School of economics. To pro- 
cure a favorable hearing, the school must apply its prin- 
ciples without reserve to the problems of distribution as 
they meet us in modern countries. This is one of the 
services for which we look to the long promised second 


volume on Theories of Interest. 
JAMES BONAR. 


* Staatswirthschaft, pp. 334, 335. 














SOME PRECEDENTS FOLLOWED BY ALEXAN- 
DER HAMILTON. 


THE system of finance established under Alexander 
Hamilton’s administration of the Treasury of the United 
States has been represented as a slavish imitation of the 
English system or as an astonishing piece of original in- 
vention, according to the political leanings of the critic. 
In the following pages, the present writer proposes to 
consider the apparent origin of some parts of Hamilton’s 
work, and incidentally to observe the light which is thus 
thrown upon these conflicting allegations of imitation and 
originality. 

It is worth while to remark at the start that, under the 
early practice of our government, the Secretary of the 
Treasury occupied a position more nearly like that of an 
English Chancellor of the Exchequer than the present 
spirit of Congress would allow. The arrangements for 
securing his responsibility * were defective; but the re- 
sponsibility itself, not only for administration, but for 
guiding the course of legislation, was recognized. The 
early communications of the Secretary to Congress often 
presented something like a budget, with a statement of 
the measures necessary for its working, and any new 
proposition became a government measure. The method 
began almost from the first to show its incompatibility 
with the thorough separation of legislative and executive 

* Madison stated the nature of the responsibility as follows: ‘* There will 
be responsibility in point of reputation, at least a responsibility to the public 
opinion with respect to his abilities; and supposing there is no personal respon- 
sibility, yet we know that men of talents and ability take as much care for the 


preservation of their reputation as any other species of property of which they 
are possessed.”” Annals of Congress, June 25, 1789. 





























SOME PRECEDENTS FOLLOWED BY HAMILTON 33 


functions aimed at in many of our arrangements; but, 
nevertheless, it made the financial system with which the 
government set out substantially Hamilton’s system, as 
Congress expected and intended. 

The purpose of Congress to throw upon the Secretary 
the burden of shaping the financial course of the govern- 
ment appears in the first steps taken on the subject of 
public credit. The act establishing the Treasury Depart- 
ment became a law on the 2d of September, 1789; and 
the nomination of Hamilton as Secretary went to the 
Senate on the 11th.* The demand for action “for the 
revival of public credit and the advancement of the na- 
tional honor” had already been brought before the House 
by the petition of public creditors living in Pennsyl- 
vania;} and their petition, on the day when the Treasury 
bill became a law, was referred to a committee, consisting 
of Madison, Vining, and Boudinot. This committee con- 
tented itself with recommending a mere declaratory reso- 
lution that provision for the national creditors was neces- 
sary, and that the subject should be considered at the 
next session. When this report came before the House, 
however, on the 21st of September, a resolution was added 
and adopted, directing the Secretary of the Treasury to 
prepare a plan and report it to the House “at its next 
meeting.” That this addition was made as the result of 
some consultation and settled policy is made probable by 
the adoption at the same time of a new resolution, direct- 
ing the Secretary to apply to the executives of the several 
States for statements of their public debts and the amount 
of securities of the United States held by them, and to 


* As early as May 27, Madison thought that, when the department should 
be established, the Secretary would be Jay or Hamilton, and that “the latter 
is, perhaps, best qualified for that species of business”’; and June 30 he wrote 
that ‘ Hamilton is most talked of.”” Letters and Writings of Madison, i. 472, 484. 

tSee Annals of Congress, August 28, 1789. The majority of these peti- 
tioners joined the next year in a remonstrance against the funding act. 
American State Papers, Finance, i. 76. 
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report the information to the House at the next session, 
plainly contemplating the possible assumption of State 
debts as a part of the plan of finance to be prepared. 
Without entering upon this vexed subject, however, it is 
enough now to point out the specific demand thus made 
upon Hamilton for a comprehensive scheme, just ten days 
after his appointment as Secretary. This was the contem- 
poraneous interpretation of the clause in the Treasury act, 
which declares it to be “the duty of the Secretary of the 
Treasury to digest and prepare plans for the improvement 
and management of the revenue and for the support of the 
public credit.” 

When Hamilton, in accordance with this resolution, 
took up the problem of creating public credit, with all 
that such creation implied, he was barely thirty-two years 
old. He cannot be said to have had any special training 
for finance. He had been a reader on economic and finan- 
cial subjects, had been an interested observer of finan- 
cial measures, had taken some share in financial discussion, 
and had undergone the rapid educational process to which 
practical politics always subject the statesman. In his 
case, with his marked natural capacity and his good equip- 
ment of learning, this process had no doubt carried him 
far; but his experience had never reached the actual man- 
agement of affairs on a large scale, as scales were meas- 
ured in those days, nor the shaping of important financial 
legislation. He took up his problem, then, as a public 
man often must, relying upon his general training, ob- 
servation, and judgment to lead him to a safe conclu- 
sion. It appears certain that he relied upon no adviser 
better versed than himself in practical affairs. He appears 
to have made a few inquiries of a general kind, not sug- 
gestive of his own purposes; * but there is a strong prob- 
ability that his own mind was made up early as to some 


*For example, see his letter to Madison, October 12, 1789, in Hamilton’s 
Life of Alexander Hamilton, iv. 60. 








ee 














ee eee os mes mc 











SOME PRECEDENTS FOLLOWED BY HAMILTON’ 35 


leading features of his scheme, and that the friends finally 
taken into his confidence were not invited to share the 
responsibility of devising and deciding.* 

It is a strong proof of the sobriety of Hamilton’s judg- 
ment that, in determining his course under these circum- 
stances, he sought for the most part to adapt to his pur- 
pose methods and agencies which had been tested by 
experience; for that is the great characteristic of his Re- 
ports on Public Credit and on a National Bank. There 
is little of the effort to invent or to work out theo- 
ries leading to some novel expedient, by which an ambi- 
tious man so often seeks to exhibit his originality of de- 
vice and improve his chance for fame. On the contrary, 
Hamilton seldom shows a disposition to go beyond the 
range of already tried expedients, except when required 
to do so by the conditions of his task. His fondness for 
disquisition perhaps, in a measure, justifies Mr. Adams’s 
reference to his published documents as “essays which, 
under the name of reports, instilled much sound knowl- 
edge, besides some that was not so sound, into the minds 
of legislature and people.”+ He had moreover great 
fertility in ingenious intricacies and fondness for them, 
as was shown in several of his later and subordinate finan- 
cial propositions. But, in laying down his general plan 
for a financial system, he appears to have held his natural 
tendency in check for the most part, and to have acted 
with a consciousness that the matter in hand was too 
grave and its relations too comprehensive to allow him 
to travel freely beyond the line of tried and known ex- 
pedients. 


*It is to be noticed that Wolcott, although in the Treasury, writes to his 
father November 3, 1789, ‘‘ What arrangements are in contemplation with 
respect to the public debt, I have not been able to learn’’; and as late as 
January 10, 1790, when Hamilton’s plan was waiting to be presented to the 
House, Wolcott seems not to have been well informed as to the rate of interest 
to be proposed. Gibbs, Administrations of Washington and Adams, i. 23, 35. 

t Henry Adams, Life of Albert Gallatin, 268. 
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And this explains his steady reliance upon the results 
of English experience. At that day, the statesman who 
looked for example to guide him in finance could hardly 
find it anywhere except in English or Dutch methods. 
France, after a long course of folly, had declared her bank- 
ruptcy in the year in which Hamilton’s administration 
began. Spain could give no lessons except in the squan- 
dering of great opportunities and resources. Russia and 
Austria were both struggling with inconvertible paper and 
financial discredit and distress. The smaller states of 
Germany and Italy neither had important results to show 
nor were much known. And, of the two most familiar and 
most instructive cases, there can be no doubt that the 
experience of Holland was in most respects less likely to 
be applicable to the conditions of the United States than 
that of England. Unless then the financial organizer were 
resolved to disregard the lessons to be learned from for- 
eign finance, he must of necessity draw those lessons 
chiefly from English practice. What Hamilton’s favorite 
study would have been if France had been financially as 
fortunate as England, we need not inquire. France had 
not been thus fortunate,and even an Anglophobist could 
have looked in but one direction under the circumstances. 

The features of Hamilton’s scheme which we may advan- 
tageously compare therefore with the English precedents 
are his scheme for funding the debt in order to determine 
and moderate its immediate burden, his plan for a sinking 
fund, and the charter of the first Bank of the United 
States. These measures stand together, as those by which 
the public obligations were to be defined and met, and 
national and private interests were to be united for mut- 
ual support. The assumption of the State debts and 
the settlement of accounts with the several States also 
held an important place in the system, but the considera- 
tions involved were so special that these measures do not 
fall within the range of our inquiry. The system of credit 
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also rested upon the hope of a sufficient provision of reve- 
nue; but this Hamilton sought wherever he could find it, 
and under such limitations in the choice of his measures 
as made their origin a matter of little significance. 


Taking up first in order the plan for funding the domes- 
tic debt, proposed by Hamilton in the Report on Public 
Credit of January 9, 1790, we have the measure which was 
declared to be devised for the purpose of mystifying the 
public and establishing a perpetual debt in imitation of 
what was understood to be the English policy. Premising 
that the Secretary assumed as probable that the interest 
of money in the United States “ will, in five years, fall to 
five per cent., and in twenty to four,” he proposed to fund 
the heterogeneous mass of securities and claims, which 
made up the domestic debt, as follows : — 


First.— That for every hundred dollars subscribed, payable in the 
debt (as well interest as principal), the subscriber be entitled, at his 
option, either 

[1] To have two-thirds funded at an annuity or yearly interest of 
six per cent., redeemable at the pleasure of the government by pay- 
ment of the principal, and to receive the other third in lands in the 
Western Territory, at the rate of twenty cents per acre; or, 

[2} To have the whole sum funded at an annuity or yearly inter- 
est of four per cent., irredeemable by any payment exceeding five 
dollars per annum, on account both of principal and interest, and to 
receive, as a compensation for the reduction of interest, fifteen dol- 
lars and eighty cents, payable in lands, as in the preceding case; or, 

[3] To have sixty-six dollars and two-thirds of a dollar funded 
immediately at an annuity or yearly interest of six per cent., irre- 
deemable by any payment exceeding four dollars and two-thirds of a 
dollar per annum, on account both of principal and interest, and to 
have, at the end of ten years, twenty-six dollars and eighty-eight 
cents funded at the like interest and rate of redemption; or, 

[4] To have an annuity, for the remainder of life, upon the con- 
tingency of living to a given age, not less distant than ten years, 
computing interest at four per cent.; or, 

[5] To have an annuity for the remainder of life, upon the contin- 
gency of the survivorship of the younger of two persons, computing 
interest in this case also at four per cent. 
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In addition to the foregoing loan, payable wholly in the debt, the 
Secretary would propose that one should be opened for ten millions 
of dollars on the following plan : 

[6] That, for every hundred dollars subscribed, payable one-half 
in specie and the other half in debt (as well principal as interest), the 
subscriber be entitled to an annuity or yearly interest of five per 
cent., irredeemable by any payment exceeding six dollars per annum, 
on account both of principal and interest.* 


No doubt the appearance of great complication is given 
to this scheme by the ingenious arrangement for leaving 
to the creditor his choice between several methods of 
funding, equivalent in value, but having different attrac- 
tions for the investor. With a domestic money market 
as yet untried and with public credit still to be created, 
it may well have appeared dangerous to Hamilton at the 
end of 1789 to stake his success upon the possible popu- 
larity of any single form of investment. Still there can 
be no doubt that Congress judged wisely in rejecting this 
part of his scheme and in adopting a method of funding 
based on his third proposition.t The bolder course of 
proposing uniform terms of exchange to all the creditors 
proved to be free from the risk which Hamilton sought 
to avoid, the form of securities adopted proved to be sat- 
isfactory to investors, and the number of classes of new 
securities to be created was somewhat reduced. The 
proposition as given above remains a striking instance of 
Hamilton’s chief foible as a financier,— his fondness for 
ingenious and nicely calculated expedients, sometimes 
admirable as mathematical tours de force, but elaborated 
beyond the real needs of the occasion. 

Taking the first three of Hamilton’s propositions, there 
is little in them to remind us strongly of the English 
precedents, except the use which is made of variety in 
the terms of redemption. The English legislation had 
already made the three per cent. consols and the reduced 


* American State Papers, Finance, i.20.  t Senate Journal, July 16, 1790. 
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three per cents. redeemable at par upon a year’s notice. 
The four per cents. had been made irredeemable for ten 
years, and the fives for thirty. As a refinement upon this 
variation in time, Hamilton fixed a limit to the rate of 
redemption, guaranteeing the creditor against payment 
except by small instalments, instead of securing him 
against payment for a definite time. This limit upon 
redemption Hamilton used to increase the weight of his 
offers, as English financiers had used the limit of years; 
and Congress adopted it for the first and last time in the 
Funding Act of 1790,* when they gave the creditor, (1) for 
his principal two-thirds in six per cents. bearing present 
interest, and one-third in sixes not bearing interest until 
1801, neither series being redeemable except by payments 
limited to eight per cent. for principal and interest in any 
one year, and (2) for his interest three per cents. redeem- 
able at pleasure. 

Whether Hamilton adopted from any quarter, or indeed 
maintained at all, a policy of permanent public debt, is a 
question which it is convenient to postpone for the pres- 
ent. So far as the terms of redemption proposed by him 
bear upon this point, however, it may be said here that his 
first proposition was for a security perpetual in the sense 
in which the larger part of the English funded debt was 
perpetual, having no fixed time for maturity, but redeem- 
able whenever the government might find redemption con- 
venient,— temporary or perpetual therefore according to 
the financial strength of the debtor. Of the securities 
redeemable at a limited rate, described in his second and 
third propositions, his four per cents. had the longest life 
secured to them; and these, if redeemed by a series of 
annual payments of five per cent. for principal and interest, 
would last for forty-one years from the beginning of the 
series, calculating the interest at four per cent. for the 
whole period. 


* Act of August 4, 1790, Statutes at Large, i. 138. 
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When we come, however, to Hamilton’s fourth and fifth 
propositions, we have plainly an expedient drawn from the 
life annuity system, which the English government had 
used as a method of borrowing at intervals from the time 
of William III. and which the Dutch government had | 
practised still earlier. Here, again, Congress acted wisely 
in avoiding a plan better adapted to the habits and wants 
of an old community than to those of a country just | 
emerging from colonial and frontier life; and the proposi- 
tion stands as an additional proof of the tentative charac- 
ter of Hamilton’s early propositions and the difficulty 
which he found in fixing his judgment as to the nature | 
and demands of the coming money market, on which the 
fate of his effort to establish public credit must depend. 

The least creditable of Hamilton’s propositions is that 
in which, “as an auxiliary expedient,” he proposed a loan 
on the plan of a tontine, with the right of survivorship 
among those entitled to the annual payments : — 


To consist of six classes, composed respectively of persons of the 
following ages: 

First class, of those of 20 years and under. 

Second class, of those above 20, and not exceeding 30. 

Third class, of those above 30, and not exceeding 40. 

Fourth class, of those above 40, and not exceeding 50. 

Fifth class, of those above 50, and not exceeding 60. 

Sixth class, of those above 60. 

Each share to be two hundred dollars; the number of shares in 
each class to be indefinite. Persons to be at liberty to subscribe on 
their own lives, or on those of others nominated by them. 





The annuity upon a share in the first class, tobe . . . . . $840 
Upon a share inthe second,. . ........ 4... «865 
Upon ashareinthe third, . ............ «9.00 
Upon ashareinthe fourth, ............ 9.65 
Upon a share in the fifth, . ......... +. . + 10.70 
Upon ashare inthe sixth, . ........ +... . 12.80 


The annuities of those who die to be equally divided among the 
survivors, until four-fifths shall be dead, when the principle of sur- 
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vivorship shall cease, and each annuitant thenceforth enjoy his divi- 
dend as a several annuity during the life upon which it shall depend.* 


No action was taken by Congress upon this ill-advised 
scheme; but it is important to observe that its details 
appear to have been adjusted upon the plan of the English 
tontine of 1789, which had been brought out by Mr. Pitt 
a few months before the date of Hamilton’s report.t The 
classification of subscribers is the same in the two, differ- 
ing from either of the other English tontines and from the 
Irish and French as well.¢ .In short, it appears that, in 
his uncertainty as to the kind of investments which would 
prove acceptable in the United States, Hamilton here 
grasped at the freshest expedient brought to hin by his 
foreign advices, committing himself to a proposition which 
shows little of the business-like calculation found in most 
of his recommendations to Congress. 

It was, no doubt, a common belief among Hamilton’s 
opponents that, in shaping these propositions, he had 
devised a scheme which threatened the country with a 
perpetual debt. This, it was charged, was the natural 
result of a weak deference to English precedent and of 
political theories of English origin, which looked to the 
strengthening of the central government by all possible 
influences, whether pure or mercenary.§ That the con- 


* State Papers, Finance, i. 21. 

t On June 10, 1789. See Parliamentary History, xxviii. 161. 

t The English tontine of 1789 was under the act of 29 George ITI., ec. 41. 
A payment appears to have been made to one survivor in the fiscal year 1887-88, 
according to Finance Accounts (in Parl. Doc., 1888), p. 42. 

The annuities proposed by Hamilton were somewhat higher for classes four, 
five, and six than those in the English scheme. This change was probably made 
because the terms of the English tontine were found not to be sufficiently 
attractive, so that the subscription was not filled. See for this and other 
English and Irish tontines Report on Public Income and Expenditure (Parl. 
Doe., 1869), ii. 571; for the French cases, Leroy-Beaulieu, Science des Fi- 
nances, ii. 288 [1st ed.]. 

§ Jefferson, in his letter to Washington, September 9, 1792, says that Ham- 
ilton ‘‘ wishes it [the debt] never to be paid, but always to be a thing where- 
with to corrupt and manage the legislature.’’ Jefferson’s Works, iii. 464. 
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centration of debt and of revenue under federal author- 
ity would give instant support to the general policy of 
Hamilton and his party there was no pretence of deny- 
ing, and it was perhaps natural that the opposition should 
believe that a debt which was used to strengthen the gov- 
ernment at the outset would be treated as one of its perma- 
nent buttresses. The magnitude of the funding operation 
tended to confirm this idea. That Hamilton’s opponents 
had no definite counter-proposition * appears to have been 
due in great measure to the belief sometimes expressed, 
and sometimes tacitly operative, that the debt weighing 
upon the general and State governments together was too 
great to be dealt with. To fund the debts of the Confed- 
eration at their face, without any attempt at scaling them 
down, and to assume a great mass of debts incurred by 
the States for the common defence, was to bind a formid- 
able burden upon a government which was then collecting 
an independent revenue for the first time.t What chance 
of ultimate redemption can there be, to what else than a 
permanent and probably increasing national debt can such 
a scheme be expected to lead? was the anxious inquiry of 
men whom we have no right to charge with mere political 
hostility to Hamilton or with indifference to the national 


And twenty-five years later, writing the introduction to his ‘‘ Anas,”’ he says 
in a famous passage that Hamilton’s financial system ‘‘ had two objects: Ist, 
as a puzzle, to exclude popular understanding and inquiry; 2nd, as a machine 
for the corruption of the legislature.’’ Ibid., ix. 91. 

*As an example of the suggestions made by individuals may be cited 
Maclay’s advice, to establish a revenue sufficient ‘‘to discharge a reasonable 
interest, proportionate to the market price of the public debt, until the whole 
is extinguished by the western sales.’’ Debates in the First Senate, p. 259. 
Maclay’s idea of ‘‘a reasonable interest’ appears, from p. 171, to have been 
three per cent. 

t Gallatin, in his Sketch of the Finances (1796), treats the ability of the gov- 
ernment to carry this weight as something still to be proved. The objections 
to the assumption of State debts, he says, rest chiefly on the increase of the 
general debt and the difficulty of commanding all the resources of the country. 
“Give the Union that command, prove that its ability of paying the principal 
of the debt is not impaired by having assumed the State debts, and the meas- 
ure will stand almost justified.”” Writings of Gallatin, iii, 165. 
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honor. A few years settled all such questions. The 
changed relations of the whole commercial world brought 
such an increase of national wealth as no man could have 
foreseen in 1790; and, by the irony of fate, it was Hamil- 
ton’s opponents who reaped the benefit. 

Hamilton’s answer to all such apprehensions and the 
effective justification of his policy are to be found in his 
habitually sanguine estimate of what might be expected 
from the growth of the country. In 1781, he wrote to 
Morris that, if the United States should succeed in the 
war, their population would double in thirty years, and 
they would be out of debt in twenty.* In his Report on 
Public Credit, he thought that no country would be able 
to borrow from foreigners upon better terms than the 
United States, “ because none can perhaps afford so good 
security.” + He made his calculations, as we have seen, on 
an early fall in the rate of interest to be paid by the govern- 
ment. And he wished to hasten the rise of the national 
securities which he foresaw, in order that, if they should 
pass into the hands of foreigners, it might be for full 
value.t His optimism was, after all, the truest wisdom ; 
and it explains and justifies the boldness with which he 
fixed the scale of his funding system. In his view, the 
debt which was to be funded, so far from being a perpet- 
ual burden, would fall easily within the resources of the 
rising nation; and, as it turned out, a more confident 
policy still might have succeeded. 

The legislation which he advised or procured was 
strictly consistent with this expectation of future growth. 
Threatening as his propositions appeared to his opponents, 
few men would now dispute the statement that he under- 
took to cast the debt in such form as to keep its redemp- 
tion fairly within the control of the government, making 
the securities redeemable either at pleasure or at such 


* Works (Lodge’s edition), iii. 124. 
t State Papers, Finance, i. 20. t Tbid., 25. 
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a rate as might be supposed to correspond to the ability 
of a prosperous country. A quarter of a century ago, the 
promise of a sinking fund of one per cent. per annum 
appeared to Congress and to the public to be sufficient.* 
Less than twenty years ago, a large part of the national 
debt was made irredeemable for thirty years; and a period 
even longer was favored by men who were under no sus- 
picion of favoring perpetual debt. With a scheme far 
removed then from perpetuity, as judged by recent stand- 
ards, Hamilton undertook also to provide the machinery 
for carrying on systematic redemption even before the re- 
sources needed for the purpose could be counted on with 
certainty. So far, then, as the terms of his legislation are 
concerned, or those of the measures proposed by him, but 
not accepted by Congress, the charges made by his oppo- 
nents appear to be without real foundation. 

It must be admitted, however, that Hamilton, when 
urging the funding of the debt, sometimes used language 
which might well expose him to the charge of desiring its 
permanence and the suspicion of aiming at its establish- 
ment on something like the English model. He saw plainly 
that the revival of industry could only be accomplished by 
the aid of a sound mercantile credit, and that for the 
growth of this the establishment and regular operation of 
public credit were necessary. He saw the advantage which 
must accrue to the community when the resources of indi- 
viduals locked up in claims upon the government should 
become mobile, by being converted into negotiable securi- 
ties having a recognized standing in the market. And he 
held the opinion, often expressed since his time, that under 
some conditions a diffused domestic debt may be a bond 
of union. In urging his plans, then, he set forth in strong 
terms these advantages to be gained from the funding 
system. He sometimes fell little short of declaring a 
funded debt to be a real increase of capital, although he 

*The operation of the sinking-fund provision of 1862 is of course much 


slackened by the construction which calls for one per cent., not of the original 
debt, but of the balance remaining unpaid at the beginning of the fiscal year. 
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did in fact make the distinction between an absolute in- 
crease of capital — which, he says, a funded debt is not — 
and a tendency to increase real wealth by increasing 
activity.* In his letter to Morris in 1781, he had declared 
that “a national debt, if it is not excessive, will be to us 
a national blessing. It will be a powerful cement of the 
Union.” ¢ And in his Report on Public Credit he uses the 
same expression.{ On this occasion, however, an explana- 
tion follows, which shows us his real thought. ‘“ Persuaded 
as the Secretary is that the proper funding of the present 
debt will render it a national blessing, yet he is so far 
from acceding to the position, in the latitude in which it 
is sometimes laid down, that public debts are public bene- 
fits, a position inviting to prodigality and liable to danger- 
ous abuse, that he ardently wishes to see it incorporated, 
as a fundamental maxim, in the system of public credit 
of the United States, that the creation of debt should 
always be accompanied with the means of extinguish- 
ment.” This declaration, not standing alone, but repeated 
on other occasions,§ places his opinion as to national debts 
on consistent and easily defensible grounds. How far it 
fell in with the English practice of the day can best be 
seen when we consider the measures which Hamilton took 
to secure the regular payment of the debt of the United 
States, as funded by the act of 1790. 


* On this subject, see his Report on Manufactures, in State Papers, Finance, 
i, 132, 

t Works (Lodge’s edition), iii. 124. 

t State Papers, Finance, i. 24. Jefferson fastened upon this famous phrase, 
and in his letter to Eppes, November 6, 1813, remarks that at ‘‘the time we 
were funding our national debts we heard much about ‘a public debt being a 
public blessing’; that the stock representing it was a creation of active capital 
for the aliment of commerce, manufactures, and agriculture. This paradox 
was well adapted to the minds of believers in dreams, and the gulls of that 
sort entered bona fide into it.’’ Jefferson’s Works, vi. 239. 


§ See especially his Report on Public Credit of January, 1795, State Papers, 
Finance, i. 331, 332, 
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Coming, then, to the second of Hamilton’s leading meas- 
ures, the establishment of a sinking fund for the national 
debt, we find an expedient unmistakably adopted from the 
English legislation,— so clearly derived from that source, 
in fact, that it would not call for discussion here if the 
meaning of the English precedent had not sometimes been 
lost sight of, and the key to Hamilton’s action therefore 
lost. Without doubt, Hamilton in this matter followed 
Mr. Pitt.* What, then, was the scheme of Pitt? This 
question is not to be answered by referring to the English 
sinking fund, such as it became under later legislation 
in the years from which most of the current impressions 
about it date. We must go back to Mr. Pitt’s sinking 
fund act of 1786, that being the legislation actually before 
Hamilton when he adopted his policy, and not yet modi- 
fied even by Pitt’s act of 1792, when the act of Congress 
of that year gave to our system its more formal organi- 
zation. 

Having a sufficient surplus of revenue in 1786, and, as 
was then believed, the prospect of a long peace, Mr. Pitt 
carried through Parliament an act } appropriating £250,000 
quarterly to be expended in the purchase of government 
securities, and providing that the interest on securities pur- 
chased should also be so expended, all under the direction 
of aboard of commissioners of high rank, the accumula- 
tion to continue until such time as the commissioners 
should hold securities yielding a clear income of four mill- 
ions, beyond which point, distant by calculation about 
twenty-eight years, the interest on further purchases 
should be stopped, and its amount made available for 


*A committee, consisting of Hamilton, Madison, and Fitzsimons, re- 
ported to Congress a resolution, December 16, 1782, declaring that any excess 
of funds granted by the States for the support of the debt should be inviolably 
appropriated as a sinking fund for the payment of the principal. Journal 
of Congress, viii. 38. Whether Hamilton was the author of the resolution or 
not, it does not conflict with the above statement of his indebtedness to Pitt. 


+ 26 George III., c. 31. 
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the relief of tax-payers. This sinking fund of one mill- 
ion per annum, it is to be observed, was by the terms of 
the act applicable to “the present public debt,” of which 
the estimated capital was a little over £238,000,000. 
After all, however, Mr. Pitt looked to excess of income 
over expenditure as the means of payment; and the daz- 
zling results of compound interest, often drawn from Dr. 
Price’s popular calculations,* were only significant of the 
rate at which a given surplus might be made to act, 
and not indicative of any new power of extinguishment. 
Forced in 1792 to meet the possibility of extraordinary 
expenditures which might require fresh loans, Mr. Pitt 
carried through an additional act,t providing that every 
future loan should be accompanied by fresh taxation suffi- 
cient to meet its interest and to provide a sinking fund 
of one per cent. per annum for its capital, so that it might 
be extinguished in thirty or forty years,f according to the 
rate at which purchases could be made for that purpose. 
The act of 1792, however, merely carried out the plain 
intent of the act of 1786, that every funded debt should 
have the means provided for the steady extinguishment 
of its principal. The machinery of the acts, the estab- 
lishment of a board of commissioners to apply the income 
of the fund for this purpose and to invest the interest 


*Dr. Price’s Appeal to the Public on the Subject of the National Debt was 
published in 1772, and had been followed by other pamphlets on the same 
subject before 1786, when Mr. Pitt accepted his authority. Dr. Price was favor- 
ably known in the United States; for in 1778 Congress invited him to come 
to this country and take charge of the finances. Diplomatic Correspondence of 
the Revolution, iii. 64. And, as by the edition of his Observations on Reversionary 
Payments in 1783 he had thrown new light on the subject of life annuities, it 
is a little singular that Hamilton passes him by in silence, using the old tables 
of Halley for his calculations on annuities. American State Papers, Finance, 
i. 82, 

+ 82 George III., c. 55. For a review of Mr. Pitt’s legislation on this sub- 
ject, see Mr. Huskisson’s speech of March 25, 1813, Hansard’s Parliamentary 
Debates, xxv. 287. 

t Ricardo says ‘‘under the most unfavorable circumstances in forty-five 
years.’’ Works, 524, 
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earned upon its accumulations, was a device for holding 
Parliament to the policy which it had undertaken; and 
the high rank of the commissioners was relied upon as a 
protection against legislative tampering. Under all the 
legislation down to 1802,* Mr. Pitt’s sinking-fund sys- 
tem, stripped of its formalities, was as nearly as possible 
that which States and corporations not infrequently adopt 
in our own day. It was not illusory in its financial pro- 
visions, nor even in its dependence on the chances of 
war or peace. It did rest, however, upon a complete illu- 
sion as to the possibility of holding Parliament perma- 
nently to the system,—as to the possibility, that is, of 
binding the debtor by a compact made with himself.+ 
This political defect of Mr. Pitt’s measure was not dis- 
closed, however, during Hamilton’s administration. Espe- 
cially in the years 1789-1792, the English exchequer was 
working on a peace footing, and the sinking fund was 
therefore the last new thing in finance and full of prom- 
ise, when Hamilton organized his financial system, and 
adopted, as a fundamental maxim, “that the creation of 
debt should always be accompanied with the means of 
extinguishment.” The application of this maxim made 


* 42 George III., c. 71. 

tIn Ricardo’s hard-headed Essay on the Funding System, he declares that 
“it will not... admit of a doubt that, if Mr. Pitt’s sinking fund, as estab- 
lished in 1792, had been always fairly acted upon,— if, for every loan, in addi- 
tion to the war-taxes, the interest and a one per cent. sinking fund had been 
invariably supplied by annual taxes,— we should have made rapid progress in 
the extinction of debt.”” Works, 531. But ‘‘ Mr. Pitt flattered himself most 
strangely. ... With the knowledge of Parliament which he had, it is surpris- 
ing that he should have relied so firmly on the resistance which the House of 
Commons would offer to any plan of ministers for violating the sinking fund.” 
Ibid., 543. In its actual operation under later legislation, Ricardo thought the 
sinking fund had increased debt rather than diminished it, and so concludes 
“that no securities can be given by ministers that the sinking fund shall be 
faithfully devoted to the payment of debt, and without such securities we 
should be much better without such a fund.’’ Ibid., 545. 

For Lord Stanhope’s attempt to make the sinking fund a part of a fresh 
contract with the fund-holders, see the debate in the House of Lords, May 22, 
1786. Hansard, xxvi. 17. 
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it essential that with the funding of the debt should be 
joined some plan for finally sinking the principal. In his 
Report on Publie Credit, then, Hamilton proposed the 
establishment of a Board of Commissioners, composed, 
like Pitt’s, of high officers of state,* in whom should be 
vested the control of a fund, to be applied to the purchase 
or payment of debt, and to continue so vested until the 
whole of the debt should be discharged; and he also pro- 
posed the contraction of a new loan by the commissioners, 
its proceeds to be applicable chiefly to the payment of 
matured foreign debt and to the purchase of public secu- 
rities below par, it being, in his opinion, an important 
object both to raise the value of the public stock in the 
market and to secure for the government the profits of 
such a reinvestment. Waiving the proposition for a new 
loan and its application, it is clear that Hamilton had in 
mind the establishment of an organized sinking fund. 
The embarrassment was in finding the means for feeding 
it, in the untried resources of the new government. He 
proposed to devote for this purpose the net produce of 
the post-office, to an amount not exceeding one million 
dollars, to be used in purchases, and so to serve as a nucleus 
for a growing fund. Congress, however, besides a general 
appropriation of the proceeds of Western lands for sink- 
ing the existing debts of the United States,f preferred to 
use for this purpose the surplus of revenue which might 
remain at the end of the year 1790, owing its existence 
to the funding of interest on the domestic debt of the 


* Pitt’s commissioners, under the act of 1786, were the Speaker of the 
House of Commons, the Chancellor of the Exchequer, the Master of the Rolls, 
the Accountant-General of the Court of Chancery, the Governor and the 
Deputy Governor of the Bank of England. Hamilton proposed as commis- 
sioners the President of the Senate, the Speaker of the House of Representa- 
tives, the Chief Justice, the Secretary of the Treasury, and the Attorney- 
General. Congress, by the act of August 12, 1790, § 2, added the Secretary of 
State, and struck out the Speaker of the House. Statutes at Large, i. 186. 


t Act of August 4, 1790, § 22, Statutes at Large, i. 144. 
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United States to that date.* This appropriation was not 
perfected by any provision for the investment of the inter- 
est accruing on stock purchased by the commissioners, so 
that the act of 1790 for the reduction of the public debt 
went no farther than the mere establishment of a commis- 
sion, not provided with any permanent resource what- 
ever.t Hence the necessity for the recommendations 
made by Hamilton in his report of January 23, 1792, 
when, evidently in pursuance of his original conception, he 
advised that the interest on so much debt as might at any 
time have been purchased or paid by the commissioners 
should itself be appropriated for further payments or pur- 
chases. “It will deserve the consideration of the legis- 
lature,” he added, “whether this fund ought not to be 
so vested as to acquire the nature and quality of a pro- 
prietary trust, incapable of being diverted without a vio- 
lation of the principles and sanctions of property.” | The 
act which carried out this recommendation as to the 
investment of interest accruing on previous purchases,§ 
although it does not use the term “sinking fund,” in fact 
created such a fund for the then existing debt of the 
United States, on precisely the model of Pitt’s sinking 
fund of 1786; || and it must be added that, although the 
act of 1795 and Gallatin’s act of 1802 differed from this 
model in form, they both in fact depended for their effi- 
cacy upon the same essential principle,— the compounding 
of interest by the investment of interest accruing on pur- 
chases already made. 


* This surplus is reported, February 1, 1793, to have amounted to $1,374,656. 
State Papers, Finance, i. 219. 

tSee act of August 12, 1790, Statutes at Large, i. 186. 

t State Papers, Finance, i. 148. 

§ Act of May 8, 1792, §§ 6, 7, Statutes at Large, i. 282. 

|| The term “sinking fund” does not appear in the legislation until the 
act of March 3, 1795. The commissioners, however, in their journal, appear 
to have called themselves ‘‘ Commissioners of the Sinking Fund of the United 
States’ as early as August, 1791. State Papers, Finance, i. 235. 
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We have seen that Pitt in 1786 relied imprudently on 
the good resolutions of future Parliaments. Hamilton, by 
the peculiar form which had been given to a large part 
of the debt of the United States, was enabled to secure 
a much more solid safeguard for the uninterrupted work- 
ing of his sinking fund. The six per cent. debt of the 
United States had been made reimbursable by payments 
not exceeding eight dollars upon a hundred in any one 
year for both principal and interest. The act of 1792 had 
contemplated the redemption of this stock when the whole 
annual income of the sinking fund should have reached 
two per cent. of the whole amount of the stock outstand- 
ing, and had declared the interest accruing on stock held 
in the sinking fund to be “appropriated and pledged 
firmly and inviolably” for this purpose. But, in his elab- 
orate report of January, 1795,* Hamilton, dealing with 
larger revenues and brighter prospects, recommended an 
addition to the income of the sinking fund of so much of 
the proceeds of duties on imports and tonnage and of 
excise as would suffice to begin at once the redemption 
of the six per cents. bearing a present interest; and so 
much of the same revenues as, with the dividends accru- 
ing to the government from the United States Bank, 
would complete the payment for the bank stock and 
enable the redemption of the deferred six per cents. to 
begin in 1802. These recommendations, with others 
strengthening the organization of the sinking fund, were 
adopted by Congress. The appropriation of the revenues 
and resources in question was made permanent “ until the 
whole of the present debt of the United States” should 
be reimbursed; “and the faith of the United States is 
hereby pledged that the income or funds aforesaid shall 
inviolably remain, and be appropriated and vested as 
aforesaid, to be applied to the said reimbursement and 


* State Papers, Finance, i. 320. 
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redemption in manner aforesaid until the same shall be 
fully and completely effected.” * Under these provisions, 
the redemption of the six per cent. stock began from Jan- 
uary 1, 1795, by a series of payments fixed at eight per 
cent. per annum for principal and interest ; and the stock 
was thus converted from an ordinary six per cent. of in- 
definite duration “into an annuity of eight per cent. per 
annum for a period of somewhat less than twenty-four 
years.” Hamilton, in proposing this devotion of revenue 
to the redemption of debt, had intended to make the 
arrangement a contract with creditors, not to be violated. 
“ The intent is to secure, by all the sanctions of which the 
subject is susceptible, an inviolable application of the 
fund, according to its destination. No expedients more 
powerful can be devised for this purpose than to clothe 
it with the character of private property and to engage 
absolutely the faith of the government by making the 
application of it to the object a part of the contract with 
the creditors.” + Wolcott, Hamilton’s successor, in his 
communication to the House, January 26, 1796,f observed 
that, “as the injunctions of the law upon the commis- 
sioners of the sinking fund are unconditional, and as per- 
manent funds have been vested and appropriated, it is 
conceived that a successive reimbursement annually of the 
debt before mentioned has become an irrevocable stipula- 
tion with the creditors.” Gallatin also recognized a pledge 
of the public faith in this action ; and the change made in 
the sinking-fund legislation by his advice in 1802 § care- 
fully saved all rights of creditors under previous acts, and 


* Act of March 3, 1795, § 9, Statutes at Large, i. 435. 
t State Papers, Finance, i. 332. A little farther on is a plain allusion to 
the diversion of the English sinking fund from its purpose prior to the act of 
1786. 
t Tid., 381. 
§ Act of April 29, 1802, Statutes at Large, ii. 167. See especially §§ 3, 7. 
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he and his successors therefore continued, in war as well 
as in peace, the reimbursement undertaken in 1795.* 

The idea, then, which Hamilton had in common with 
Pitt, and of which Pitt’s action was the practical illustra- 
tion, was to couple with every debt the means for its 
extinguishment,f to be applied to that purpose, whatever 
the condition of the Treasury otherwise. This could not 
prevent debt from accumulating, if expenditure was ex- 
cessive; but it insured the good credit of the loans to 
which the plan was applied, and the system, if adhered to, 
tended to keep constantly before the legislature the neces- 
sity of having a stated revenue above ordinary expenses. 
The application of this idea to an existing debt Hamilton 
was able to provide for more effectively than Pitt, owing 
to the peculiar form given to the obligations of the United 
States; but in neither case did it prove to be possible to 
guarantee sufficient provision for such fresh expenditure 
or debt as the legislative will might insist upon. Less 
than justice has usually been done to the common sense 
of both of these great statesmen. There is nothing to 
show that either of them in adopting his system had any 
delusion as to the impossibility of paying debt without 
money, or any notion that compound interest could be 
made to supply the place of an adequate revenue or even 
to conceal its absence. Pitt, at the time when Hamilton 
took him as his example, had a surplus; and Hamilton 


*For the rate at which stated payments of eight per cent. per anunm ex- 
tinguished the capital as well as defrayed the interest, see the table given by 
Wolcott, State Papers, Finance, i. 405; compare also the act of April 28, 1796, 
§1. Inspection of the table shows the application of the compound interest. 
Obviously, Gallatin’s system of devoting a fixed sum for interest and redemp- 
tion of principal together, thus increasing the payment of principal as the sum 
required for interest diminished, was an application of the same method to the 
whole debt instead of a particular part thereof. 

+ Hamilton’s Report on Public Credit of 1795 gives in a foot-note a signifi- 
cant reference to this provision of the English act of 1792. See State Papers, 
Finance, i. 331. 
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hoped for one, and upon good grounds. Apply this sur- 
plus effectively to present debt, and then contract no more 
without at the same time making provision from new 
sources for its interest and ultimate payment,— this was 
the system on which both proceeded. In the one case, 
the system was swamped by the gigantic wars of the 
French Revolution; in the other, it was made useless 
by the astonishing growth of national revenue; but in 
neither case, under the conditions and for the purposes of 
the time, was it the pure folly which it is often represented 
to have been. 


The third point in Hamilton’s financial system which 
we have to consider here is the establishment of a Bank 
of the United States. This measure was referred to by 
Hamilton in his Report on Public Credit as a part of 
his scheme not then fully matured, and was presented 
in form in December, 1790, under a resolution of the 
House adopted in the previous August, calling upon 
the Secretary to report “such further provisions as may, 
in his opinion, be necessary for establishing the public 
credit.” In stating the advantages to be gained from a 
bank, he dwelt especially on the influence of a bank in 
quickening and virtually increasing the productive capi- 
tal of the country and its utility as a financial agency 
of the government. It was then not far from eleven 
years since the probable date of his draft of a letter to 
Morris* urging the establishment of a Bank of the 


*The draft of a letter to Morris, Hamilton’s Works (Lodge’s edition), 
iii. 61, is inserted in the earlier edition of the Works, i. 116, as if written be- 
tween December, 1779, and March 17, 1780. A few important blanks are left 
in it to be filled later, and the manuscript is said to be otherwise defective. 
It seems not to have been referred to in subsequent correspondence between 
Hamilton and Morris, and may then perhaps be the draft of an intended 
letter, never sent, but interesting as showing the state of Hamilton’s opinions 
on the subject when he was twenty-three years old. If sent, the letter was 
intended to be anonymous, as appears from its last paragraph. 
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United States by the Confederation, and not far from ten 
years since his letters to Duane, Sears, and again to Mor- 
ris, discussing and enforcing a similar proposition. The 
claim of priority in the conception of a national bank, 
which has been rested on these letters, is hardly a valua- 
ble one. The letters were written at the moment when 
the continental paper had become practically worthless, 
and Congress was at its wits’ end. The schemes pro- 
posed by Hamilton were perhaps no wilder than were 
offered by others, but he would have been slow in 1790 
to recognize their affinity with the maturely deliberated 
proposition of that year. It is enough to say that the 
second and more carefully elaborated of the letters to 
Morris * proposes a bank, the stock of which, to the ex- 
tent of at least one-third, might be paid for in landed 
security, the notes of 20s. and upwards to bear inter- 
est, and the places of redemption to be in the interior, 
making “applications for payment of bank-notes less con- 
venient.” | Among the advantages of the scheme, besides 
the loans to be made to Congress, was the familiar attrac- 
tion of all land-bank schemes, that proprietors could have 
the use of their land and also the use of a cash representa- 
tive of its value.f 

The earlier schemes, however, mark the length of time 
for which Hamilton’s mind had been busied with the idea 
of securing financial relief from a great banking institution 
of some sort; § and his letters show his interest in the work- 


* April 30, 1781, Hamilton’s Works (Lodge’s edition), iii. 82. 

t Ibid., p. 118. t Ibid., p. 107. 

§ The constitution of the Bank of New York, adopted March 15, 1784, 
given by Domett, History of the Bank of New York, p. 11, was written by Ham- 
ilton, but contains little except the formal provisions y for determin- 
ing the duties and responsibilities of officers, rights of stockholders, and other 
details incident to the organization of a moneyed institution. The act of 
incorporation (Ibid., p. 122), passed March 21, 1791, contains, however, a series 
of provisions relating to the banking powers of the corporation, which follow 
closely even the phraseology of the act passed by Congress a month before, 
establishing the Bank of the United States. 
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ing of the great European banks. Of these there was but 
one which could be an available model. The French Caisse 
d’Escompte was embarrassed by its close connection with 
the government, hardly tried to conceal the real inconverti- 
bility of its paper, and was fast approaching ruin. The 
Bank of Amsterdam, still in good credit, was organized 
upon a plan adapted only for an opulent community, rich 
in specie, and indifferent to the use of bank credit in its 
usual forms. There remained the Bank of England, a suc- 
cessful institution, strengthening private enterprise, aiding 
the government,* and regulating currency upon a sound 
basis. Without presenting this formally as an example,t 
he shaped his own proposition according to the lines of 
the Bank of England, with the changes which the circum- 
stances of the United States required. 

The primary question as to the connection of the gov- 
ernment with the proposed bank is argued and settled by 
Hamilton in his report in accordance with the English 
precedent and directly against the other European cases. 
He concludes in favor of an institution in private hands 
and under private direction, and to be influenced as little 
as possible by public necessity. “The keen, steady, and, 
as it were, magnetic sense of their own interest as proprie- 
tors, in the direction of a bank, pointing invariably to its 
true pole, the prosperity of the institution, is the only 
security that can always be relied upon for a careful and 
prudent administration.” No profit to be gained by the 
State from banking could in his mind be set against this 
advantage. The State might be an owner of stock, 


*In 1781, Hamilton, writing to Morris, and referring to the Bank of Eng- 
land, says, ‘‘’Tis by this alone she [England] now menaces our independence.”’ 
Works (Lodge’s edition), iii. 101. 

t The Bank of England is not mentioned in the Report on a National Bank, 
except in a passage near the beginning, where Hamilton says that public banks 
have successively obtained in Italy, Germany, Holland, England, and France, 
as well as in the United States. The omission appears to be studied. 
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though not of a principal part of it, and ought to exercise 
a supervision for the good of the community; but he 
admitted no real departure from the theory of the Bank 
of England as an essentially private establishment em- 
ployed as a public agent. This independence of the exec- 
utive he secured by forbidding loans of serious amount 
for the use of the government, unless specially author- 
ized by law, as was done by the Bank of England charter 
until the passage of Mr. Pitt’s act in 1793.* As for the 
holding of public securities as an investment of the capi- 
tal of the bank, Hamilton was establishing his bank in 
the presence of a debt already contracted, instead of using 
it as a means of borrowing, as the Bank of England had 
been used. It was enough for his purpose, then, to allow 
three-fourths of the stock to be paid for by transfer of 
public securities, these to be held until the needs of the 
bank might require their sale. 

It has been remarked already that for Hamilton’s pur- 
poses a bank was needed of a different kind from the 
Bank of Amsterdam. A bank of discount, deposit, and 
issue was required for the transaction of general business, 
public and private. In the summary of his plan given in 
his report, Hamilton makes a brief statement as to the 
powers of the proposed bank as follows: — 


VII. The company may sell or demise its lands and tenements, 
or may sell the whole or any part of the public debt, whereof its 
stock shall consist. but shall trade in nothing except bills of exchange, 
gold and silver bullion, or in the sale of goods pledged for money 
lent, nor shall take more than at the rate of six per centum per 
annum upon its loans or discounts. 


The bill offered in the Senate was drawn by Hamilton 
and, with few changes, became a law, and we there find 
this important provision amplified in terms which may 


*33 George III., c. 32. See McLeod, Theory and Practice of Banking, 
i, 445. 
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fairly be set side by side with a similar provision in the 
Bank of England Act of 1694. 


[Act of February 25, 1791.] 

The said corporation may sell 
any part of the public debt whereof 
its stock shall be composed, but 
shall not be at liberty to purchase 
any public debt whatsoever; nor 
shall directly or indirectly deal 
or trade in anything, except bills 
of exchange, gold or silver bullion, 
or in the sale of goods really and 
truly pledged for money lent and 
not redeemed in due time; or of 
goods which shall be the produce 
of its lands. Neither shall the 
said corporation take more than 
at the rate of six per centum per 


[Aet of 5 Will. and Mary, c. 20.] 

§ xxvii. [That the corporation 
shall not deal in Goods, Wares, 
or Merchandise.] § xxviii. Pro- 
vided, That nothing herein con- 
tained shall in any ways be con- 
strued to hinder the said Cor- 
poration from dealing in Bills of 
Exchange, or in buying or sell- 
ing Bullion, Gold or Silver, or 
in selling any Goods, Wares, or 
Merchandise whatsoever, which 
shall really and bona fide be left 
or deposited with the said Cor- 
poration for Money lent and ad- 
vanced thereon, and which shall 





not be redeemed at the Time 
agreed on, or within three Months 
after, or from selling such Goods 
as shall or may be the Produce of 
Lands purchased by the said Cor- 
poration. 


annum, for or upon its loans or 
discounts. 


Other passages also might be cited to show that the 
framer of the act incorporating the Bank of the United 
States had the English acts open before him; but, after all, 
the important fact is that in both there was the same pur- 
pose of establishing a private company with general bank- 
ing powers, to co-operate with the Treasury. The limits 
and safeguards thrown around the use of these powers 
were few in both cases, with differences mainly to be 
accounted for by differing conditions. In each, the re- 


demption of notes in specie was required ; and the amount 
of the issue was limited in the charter of the Bank of 
England by forbidding debts in excess of the capital, and 
in the charter of the Bank of the United States by for- 
bidding the debts exclusive of deposits to exceed the 
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capital. The prohibition of investment in real estate 
was inserted by Hamilton,* and with good reason, con- 
sidering the condition of the United States at that date. 


Closing here the present examination of Hamilton’s 
system, it must be added, in order to avoid misconception, 
that it is in the grouping of these measures so as to make 
a consistent scheme for the accomplishment of a definite 
purpose that we find Hamilton’s best title to rank as a 
great financial statesman. He had the insight and cheer- 
ful resolution which enabled him to see and draw out 
the still latent strength of the new country, the knowl- 
edge of the world necessary for bringing together the 
best of tried expedients, and the breadth of conception 
required for shaping a system which should make growth 
rapid and burdens lighter, by the creation of public and 
private credit. No statesman could have a greater task 
set for him, and political science can hardly have in store - 
any greater triumph than this application of the experi- 
ence of other men and other nations. Details may be 
criticised, and yet as a whole his measures meet the real 
test of financial soundness, representing in their great 
features the best that could be done under the conditions 
then existing. And in this as in other parts of our polit- 
ical system his impress was lasting. “The results, legis- 
lative and administrative,’ says the biographer of his 
greatest successor, “were stupendous and can never be 
repeated. A government is organized once for all, and 
until that of the United States fairly goes to pieces no 
man can do more than alter or improve the work ac- 
complished by Hamilton and his party.” 

CHARLES F. DUNBAR. 


* Hamilton’s letter to Church, March 10, 1784, condemns Chancellor Liv- 
ingston’s scheme of a land bank and shows that Hamilton had then outgrown 
the ideas expressed in his letter to Morris in {1781. See Hamilton’s Works 
(J. C. Hamilton’s edition), i. 414. 











A NEW VIEW OF THE THEORY OF WAGES. 
I. 


LIKE many familiar words whose meanings seem per- 
fectly clear and simple, the word “wages” has different 
significations, which are liable to be confused. It some- 
times means the earnings of labor,—the remuneration, 
that is, which the laborer obtains as the result of his 
labor, and which is measured in the various commodities 
entering into his consumption. Again, it sometimes 
means the cost of labor to the employer,— that is to say, 
the price which he pays for labor in money as the repre- 
sentative of general value, money being the standard in 
which he estimates wages in common with his other ex- 
penditures and with his receipts. These two meanings 
of the word “ wages” correspond to two different aspects 
of labor; for, in considering labor, we may attend princi- 
pally either to the sacrifices involved in it or to the useful 
services which it renders. The laborer, in anticipation of 
the recompense to be received, submits to the sacrifice and 
undergoes the irksomeness implied in the word “labor.” 
But the sacrifice and irksomeness of labor would secure 
it no market, and would be utterly insufficient to endow 
it with exchange value. On the other hand, the services 
of labor in affording direct gratifications or in producing 
useful commodities alone procure a sale for it; and these 
services are weighed by the purchaser in the same scale 
with the utility of material commodities or of the services 
which such commodities render. 

By far the more interesting of the two aspects of the 
wages question is the problem of the laborer’s remunera- 
tion, for that determines the welfare of the greater part 
of mankind. To this, the merely commercial question of 
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the price of labor is really subordinate. For the in- 
quiries of political economy have for their ultimate object 
the gratification of human wants; and questions as to the 
mechanism by which this is attained are in reality merely 
subsidiary thereto. 

For this reason, there is a natural eagerness to solve 
at once the question of remuneration by making it the 
direct object of inquiry. But, if we would attain any 
valuable and trustworthy results, we must not expect to 
reach our conclusions at a jump, but must travel cau- 
tiously step by step along the path of cause and effect, 
inquiring carefully as we go into the reasons why labor is 
bought and sold and into the conditions which must be 
fulfilled in order that its price may be in equilibrium. It 
is clear that the price can only be in equilibrium when 
the supply and the demand are equal, and that the rate 
of wages must be such as to make them equal. To in- 
quire how wages do this—to examine, that is, more 
closely into the mechanism whereby the equation of sup- 
ply and demand is realized —is the object of the pres- 
ent paper. And this is the only natural and right way 
to proceed in inquiring into the law of the price or value 
of anything whatever. If some writers have neglected or 
abandoned it in the case of labor, they have probably done 
so because they have been unable to see how it issued in 
any solution of the question. Should we succeed in find- 
ing a solution in this way, it is not likely that any one 
will cavil at the method we pursue. 

If, after investigating the influence of price, we should 
find how supply and demand are made equal, it would 
then be in place to inquire more particularly into the 
other factors which join to constitute the supply and 
demand; but to do so would probably exceed the limits 
of a single paper. 


There are but two ways in which the supply and the 
demand of anything can be made equal: one is by the 
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action of price upon supply, the other is by the action of 
price upon demand. Now, the supply of labor is in the 
main a question of population; and the influence of the 
price of labor upon the population only takes full effect 
after a long series of years,—not less, indeed, than an 
entire generation. Its laws have therefore usually been 
treated by economists in connection with the principle of 
population. But if moderate periods of time only are 
under consideration, the influence of price upon supply 
being so long delayed, and being also for that very reason 
deeply interwoven with other causes, we may disregard 
its effect. It is under this condition that economists have 
generally sought to lay down the law of wages; and in 
this course we shall follow them. The law thus sought 
is the law of what Ricardo called market wages as dis- 
tinguished from natural wages, by which latter term he 
meant that remuneration which would just suffice, on his 
theory, to induce laborers to maintain population at its 
actual amount. Supply being treated as stationary, it 
follows that the equality of supply and demand, which is 
the condition of the equilibrium of price, can only be 
reached by the influence of price upon demand. 

The condition of the problem as laid down above 
clearly indicates in what meanings we should use the 
words “labor” and “wages.” We must use them in 
those meanings in which they influence the demand for 
labor. By the word “labor” we shall therefore mean the 
services which the laborer renders, because, as we have 
already seen, these alone give rise to a demand for labor. 
By the word “wages” we shall mean money wages, 
money being the commodity in which the employer com- 
pares the cost of wages with the cost of other things. 

The problem of wages therefore, as I present it, is merely 
the problem of the price of labor.* But, when this prob- 


* For the sake of clearness, I shall commonly use the expression “ price of 
labor” instead of ‘‘ wages.” In so doing, I of course ignore the influence of 
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lem is solved, it will be an easy step to apply our conclu- 
sions to the solution of the intrinsicallly more important 
and interesting problem of the laborer’s remuneration ; 
for this latter is the resultant of the price of labor and of 
the price of those commodities which the laborer con- 
sumes, assuming always that the quality of labor is the 
same. 
II. 


Wages, or the price of labor, will be in equilibrium when 
the demand just equals the existing supply; and this will 
occur when it pays employers to hire the whole number 
of laborers who are seeking employment, and no more 
and no less. 

People wish to hire or buy the services of labor for the 
very same reason that they wish to buy anything else,— 
simply because these services afford an immediate gratifi- 
cation or aid in producing material objects which do so. 
In other words, the hiring of labor, like the purchase of 
any commodity, is either for the purposes of productive 
industry or of unproductive expenditure. 

In productive industry, every form of investment is 
open to the employer. He may lay out capital on build- 
ings or machinery. He may expend it in improvements 
of the soil or in the purchase of beasts of burden or of 
other animals. He may keep little or much of it locked 
up in the form of materials or of money. All these things 
are embraced in what may be called auxiliary capital. 
On the other hand, the employer may use his capital to 
buy labor, either slave or free, according to the institu- 
tions and laws of the particular country. In all cases, he 
is governed by one and the same motive,— namely, the 
desire for gain; and, according to his expectations as to 
the comparative profit to be reaped, he turns capital into 
changes in the value of money, as I may safely do in the limits set for this 


discussion, trusting to the reader’s intelligence to make the necessary correc- 
tion in any application he may make of my results. 
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one field or into another. He does not buy labor until 
he has compared the profit to be got by so doing with 
that obtainable by a different outlay. Upon his decision 
depends the demand for labor. If labor commands a high 
price, he economizes in its use and employs more auxil- 
iary capital. If its price falls, he gradually increases his 
use of it and curtails his other expenditures. At every 
rise in price, some of its uses are abandoned and demand 
shrinks. Every fall in the price enlarges the field of em- 
ployment and stimulates the demand. 

What is here stated of labor is equally true of every- 
thing else ; and not only is it true of each particular com- 
modity, it is true also of auxiliary capital as a whole. 
The use of any tool increases as its cost declines, and vice — 
versa; and in the same way the general use of auxiliary 
capital increases relatively to the use of labor, as the rate 
of interest or price of using capital falls. Where the in- 
terest on a given amount of capital is less than the price of 
such labor as would do the same work, auxiliary capital 
is used. Where the price of labor is less than such inter-_ 
est, labor is used. If a man can be hired to do a certain 
piece of work for one hundred and ten dollars, and if when 
interest is at six per cent. a machine can be hired for one 
hundred and twenty dollars that will do the same work, 
then, so long as the rate of interest remains at six per 
cent., labor will be employed; but if interest falls to five 
per cent., and the hire of the machine falls in consequence 
to one hundred dollars, then the machine will be em- 
ployed. The dividing line between the use of capital and 
the use of labor varies with the rate of interest and with 
the price of labor; and in those intermediate cases which 
are close to this line, and in which advantage wavers 
between labor and capital without clearly deciding itself 
for either, the wages of such amount of labor and the 
interest of such amount of capital as are just able to do 
the same work or to supplant the one the other are equal, 
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and the prices paid in such cases for interest and for labor 
determine the prices paid for them in all their employ- 
ments.* 

The choice of the employer between using labor and 
using auxiliary capital to produce any given result de- 
pends upon their relative costs; and upon his choice 
depends the demand for each. Demand will only be at 
rest when it is impossible for the employer to change ad- 
vantageously the allotment of his capital, between the use 
of labor and that of tools or beasts, instruments or mate- 
rials, buildings or any of the manifold forms in which cap- 
ital assists or supplements, saves or supplants labor. 

Under the system of slavery,—slaves being capital just 
the same as beasts are,—it is clear that the employer 
must receive an equal return for the use of an equal 
amount of capital, whether in slaves or in horses, in 
ploughs or in lands. But the price of free labor is the 
same as the interest on the price of slaves (adding thereto, 
of course, the cost of maintaining them). The freedman 
has just the same ownership in his own labor as his former 
master had; and though it may not occur to him to esti- 
mate the value of the property he has acquired, and 
though his powers are no longer quoted at their capital- 
ized value, this is simply because they are not sold in that 
form, but are rented out by him from day today. The 
employer’s purpose in buying or hiring them is, however, 
the same,—so to employ his means as to obtain the 
greatest returns for his outlay. 

In unproductive expenditures there is the same rivalry 
between labor and capital as in productive industry. Con- 
sumers may prefer grand houses, sumptuous furniture, and 

*It may be objected that, as capital is used to pay labor, therefore the 
substitution of auxiliary capital for labor in any employment, or vice versa, 
cannot affect the amount of capital used in that employment nor the rates of 
interest or of wages. But this objection would overlook the fact that the 
amount of capital necessary to supplant a given amount of labor is far greater 


than the amount needed to pay the wages of that labor. Indeed, it is the capi- 
talized sum of which wages would equal the annual interest. 
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splendid equipages, or rich viands and costly wines, or the 
services of teachers or of musicians and actors, of soldiers, 
retainers, or menials; and, as the captain of industry aims 
to get the greatest product for the least cost, so the 
consumer aims to get the most gratifications for the least 
outlay, and is to no small degree guided in his selection 
by the comparative costs of the various forms of expendi- 
ture which offer themselves to him. 

From what has been said, it appears that the demand 
for labor can only be equal to the supply when the price 
is such that the employer can gain no pecuniary advantage 
by substituting either labor or auxiliary capital the one for 
the other in any of their various uses. Whenever this 
condition of things exists, price is in equilibrium; for 
otherwise demand would either exceed or fall short of sup- 
ply. Atany higher price of labor, employers would hasten 
to substitute for it the use of tools or other forms of auxil- 
iary capital in those operations where there had already 
been but little advantage in using labor; and demand for 
labor would therefore slacken and fall short of supply. At 
a lower price, employers would withdraw auxiliary capital 
from some of the operations where its advantages had been 
already small, and would buy labor instead; and demand 
would outrun supply. Thus the very aberrations of price 
from its normal rate set forces at work which in the end 
restore its equilibrium. 

It is true that changes in other circumstances, that 
misinterpretations of the industrial position, or untoward 
struggles to raise or to lower price, do continually disturb 
the market. But it is not necessary that the equilibrium 
be ever exactly realized, or that it should prevail undis- 
turbed. Water seeks its own level, but yet the sea is 
never quite smooth; and so, whatever fluctuations sweep 
over the wages market, price forever gravitates toward 
that figure at which no portion of capital devoted to the 
purchase of labor can be more profitably converted into 
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auxiliary capital, and no portion of auxiliary capital can 
be more profitably diverted to the purchase of labor, and 
it never in a state of perfect competition remains long re- 
mote from this level. This is, after all, but an application 
of Adam Smith’s old maxim, that the profits of capital 
must be equal in each of its employments. 

That the substitution of labor and auxiliary capital for 
each other may be induced by changes in the rates of inter- 
est and of wages is a truth which has commonly been over- 
looked by economists. Thornton, in the vehemence of his 
refutation of the wages-fund theory, went so far as to as- 
sert, and in this he obtained the adhesion of Mr. Mill, that 
in the case of labor “ demand does not increase with cheap- 
ness” (p. 87, Thornton On Labor, 2d edition). Because 
labor is indispensable, it seemed to these distinguished 
economists that no part of it could be curtailed, and that 
no increased amount would be used, owing to change of 
price. Mill even proclaimed that expenditure in wages is 
limited only by the aggregate means of the employing 
class (deduction being only made of the amount required 
to maintain themselves and their families), which implies a 
state of industry in which tools are discarded, and where 
the completion of the product follows so rapidly as to dis- 
pense even with the necessity of carrying a stock of partly 
finished materials. (Dissertations and Discussions, iv. 
p- 44.) 

Labor certainly is indispensable. Auxiliary capital can- 
not work unattended by labor; and we may add that in 
modern civilized industry labor seldom works unsupple- 
mented by auxiliary capital. Many necessary things can 
only be done by labor, and many others can only be done 
by the use of natural agents or of auxiliary capital. Others 
still can be done equally well by the use of either of them. 
Of the vast number of processes which are carried on by 
machinery, the greater number perhaps could be executed 
as well by hand labor. Machinery is preferred simply be- 
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cause the cost of production is lessened by its use. Also, 
in many processes now executed by hand, machinery would 
be equally efficient; but it is not used, because it would in- 
volve a greater cost of production. In these cases, oppor- 
tunities for labor or for auxiliary capital to supplant the 
one the other only occur when either the price of labor or 
the cost of using machinery changes. In some cases, a 
great change only will afford such opportunities: in other 
cases, a@ small change will suffice. But there are other 
cases in which the cost is equal, or very nearly equal, 
whether labor is employed or auxiliary capital. In such 
cases, the slightest change in the price of labor immediately 
affects the demand for it.* 

The condition, therefore, upon which demand will equal 
supply is as follows: The price of a given amount of labor is 
equal to the price which is paid for the use of such amount of 
auxiliary capital as can replace it in those operations where 
the two things may be indifferently employed with equal pecu- 
niary advantage. This we may call the law of wages. 

To illustrate the working of this law, we may arrange 
all operations in a scale showing the relative cheapness of 
using labor and of using auxiliary capital in each case. 
The gradations in this scale will be as many as the minute 
degrees in which the relative cost of these two methods 
differs in the infinite variety of possible operations. Where 
the cost is just equal, labor and capital will be used indif- 
ferently. On either side of this point, that one of the two 
will be employed which is relatively the cheapest. Where 
it is cheaper to hire labor, labor will be used. Where it is 
cheaper to hire the use of auxiliary capital, auxiliary capi- 
tal will be employed. In some operations there will be an 
advantage in the use of auxiliary capital which cannot be 
overcome ; in some there will be a similar advantage in the 


*Men substitute mechanical for muscular forces because they are cheaper. 
In the great majority of cases, the development of machinery is the escape from 
the dearness of labor. (J. E. T. Rogers’s Political Economy, p. 128, 2d edition.) 
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use of labor. These advantages on both sides will gradu- 
ally shade away until they disappear or merge in those 
operations where the same results can be had with equal 
profit to the employer, whether labor is used or some form 
of auxiliary capital. 

And, if we suppose the gradations in the scale to be of 
infinitely minute amounts, it follows that at every price 
of labor there will be some occupations where the costs of 
using labor and of using capital are identical. And (always 
disregarding the effect of economic friction and of the dis- 
like of change) it follows that, at whatever point this 
equality of costs exists, labor and auxiliary capital will 
there be employed indifferently; while on one side of it 
labor alone will be used and on the other side capital ex- 
clusively, but always at the same prices as where the cost 
is the same of using either. ; 

Among all the occupations in which it would be possible’ 
to employ either labor or capital to produce the same 
result, a given amount of labor will at this point where 
the costs are equal supplant less capital than in any other 
occupation where labor is actually used instead of capital ; 
and, similarly, a given amount of capital will at this point 
supplant less labor than anywhere else where capital is 
actually employed instead of.labor. It is therefore a pecu- 
liarity of those occupations in which labor and capital can 
be used indifferently that in them a given amount of either, 
whether it be of labor or whether it be of capital, will sup- 
plant a less amount of the other than anywhere else, where 
it is actually and constantly employed. 

In all other employments where capital is used, it has 
some decided economical advantage over labor; and, simi- 
larly, wherever else labor is used, it has some decided ad- 
vantage over capital. Only in this common field do their 
relative advantages merge, which comes to saying that 
each is here at its least or final utility relatively to the 
other. And, as the price paid for the use of labor and 
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capital in each of their other employments is the same as 
it is here, we arrive at the conclusion that, just as the final 
utility of every commodity fixes its absolute price, so the 
relative final utility of labor and of capital fixes the rela- 
tive prices paid for the use of them. 


Il. 


To accurately compare the costs of employing labor and 
auxiliary capital requires that we include not only the 
prices paid directly for the use of each, but also all outlays 
of every kind incident to that use. 

The hire, or price, of labor covers its whole cost, or all 
but a trifling part of it. The principal element of the cost 
of using capital is interest: interest alone is really paid as 
compensation for its use. But interest is by no means the 
only element of cost. In order to keep it intact and pro- 
vide against sudden loss or gradual depreciation, there 
must be provided, in addition to interest, a fund for insur- 
ance and renewals, or wear and tear. These things vary 
greatly with the nature of the particular business; while 
interest, strictly speaking, does not so vary. And, besides 
insurance against loss by sudden destruction or by the 
dilapidation of gradual wear and tear, there must be an 
insurance provided against the possible depreciation in 
value arising out of the instability of business and its 
changing conditions. For, as capital assumes fixed and 
durable forms, it loses the valuable quality of converti- 
bility, and can no longer be withdrawn from a declin- 
ing business, but is liable to be robbed of its value by 
changes in trade or fashion, or by the exhaustion of natural 
resources which it was used to exploit, or by improvements 
in the methods of industry. All these risks and disadvan- 
tages demand for many of the permanent investments of 
capital an extra rate of what we may call business insur- 
ance, varying with the degree of the uncertainty and 
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dread of change. Labor is therefore often employed at a 
price far exceeding the ordinary interest on the amount 
of capital which could replace it. The owner of a silver 
mine for these reasons may sometimes wisely hesitate to 
erect labor-saving appliances, even at an annual saving 
of from thirty to fifty per cent. on their cost; while a 
prudent manufacturer will often pass by opportunities to 
save ten per cent., or even twenty per cent., on the cost 
of improvements which it is in his power to make. Thus 
the adoption of known improvements by existing estab- 
lishments is often delayed by the expectation of still 
further inventions and discoveries. But in new enter- 
prises undertakers strive to adopt every known or possi- 
ble improvement; and each improvement that is made 
suggests the possibility of furtherones. The rapid growth 
and. the frequent installation of new plants are among the 
principal causes of the great superiority in many branches 
of American manufacturing practice as compared with, 
European,—a superiority which goes far to overcome 
whatever advantages foreign manufacturers may possess 
in cheaper labor and in longer experience. 

But the charges for insurance and for renewals, or wear 
and tear, are not strictly charges for the use of capital, but 
simply a provision to preserve its amount unimpaired. 
Excluding these charges from the cost of using capital, its 
interest remains as the compensation for its use and is 
equal in all its employments at the same time and place. 
The rate of interest varies only with changes in the degree 
of productiveness or in the relative distribution of the 
product between labor and capital. 

Disregarding, therefore, all items of the cost of employ- 
ing auxiliary capital except interest, the law of wages 
assumes this form: The interest on capital and the price of 
labor, in all employments, are fixed by the rates paid for their 
use in those of their actual employments in which they are 
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used indifferently and where, therefore, a given amount of 
either one of them is capable of supplanting the least amount 
of the other; and the same price is in all cases paid for the 
use of those amounts of each which can in such employments 
be substituted the one for the other. 

Since the time of Ricardo, it has often been said that a 
rise of profits or of interest is only possible through a fall 
of wages. But the very first inference from the foregoing 
law is that high and low interest accompany high and low 
wages, and that the rates of interest and of wages rise 
and fall together. Observation confirms this inference. 
Whether we merely regard the temporary changes in busi- 
ness, or whether we consider the more or less permanent 
condition of things in different countries at the same time, 
or in the same country at different times, it is evident that 
the more general, at least, among the temporary fluctua- 
tions of wages and of interest commonly coincide, and that 
not infrequently the more permanent differences in the rate 
of interest are conjoined with like differences in the rate of 
wages.* So evident is it that interest and wages rise and 
fall together in the ordinary fluctuations of trade, and that 
almost pari passu, that, in order to secure the immediate- 
ness of this result and avoid conflict or friction in readjust- 
ing their rates, the price of labor is frequently regulated 
by a sliding scale, so that it shall respond automatically 
to changes in the state of business and of the price of the 
finished commodities which it helps produce. 

It is evident that changes or differences in the produc- 


* The following is from an article on the early career of W. E. Forster: ‘' It 
is easy to see by the condition of things described . . . clear indications that 
the mischief lay elsewhere than in the inadequacy of the wage fund. . . . Not 
only the seventeen hundred th d of ployed people, but also millions 
of idle capital, were, as we have seen, going a-begging for employment. Bank- 
ers and brokers were reported as refusing to take fresh money, and charging 
one or one and a half per cent. for loans on the Stock Exchange, and two and a 
quarter and two and a half for the discount of bills. Capitalists dared not 
embark their capital in any fresh ventures.’’ Contemporary Review, September, 
1886, p. 317. 


























A NEW VIEW OF THE THEORY OF WAGES 73 


tiveness of industry cannot affect the rate of interchange 
of labor and auxiliary capital. And this is but saying 
that the changes in wages and interest which arise from 
this cause apply equally to both. But not every change 
in wages and interest is due to change in the productive- 
ness of industry. Some changes arise from causes which 
alter the rate of interchange or relative utility of auxiliary 
capital and of labor, and affect wages and interest diver- 
gently. When this is the case, a shifting of the balance 
between labor and auxiliary capital ensues. In some 
employments where that one whose price is relatively 
depressed was already at the least disadvantage, it grows 
in demand under the influence of cheapness, and supplants 
to a greater or lesser degree the one whose price is rela- 
tively augmented, so that a readjustment of equilibrium 
is gradually attained upon a new level. 


To complete the theory of wages, it is necessary to in- 
quire into the nature and the effects both of those causes 
which affect wages and interest concurrently and of those 
which affect them divergently. But before proceeding to 
this task it is incumbent upon us to consider more care- 
fully the exact significance of the law of wages, so far as 
we have already determined it. / 

At the beginning of this paper, we recognized that the 
price of labor is not the same thing as the remuneration of 
labor. It is not therefore to be expected that we should 
be able to indicate at the present stage of the inquiry what 
the remuneration of labor — which is the real ultimate ob- 
ject of inquiry —actually is. But we might at least have 
hoped that the law of the price of labor which we have 
been at so much pains to establish would tell what the 
amount of that price is, measured in money. Unfortu- 
nately, the law of wages as above laid down not only fails 
to tell the amount of commodities obtained by the laborer, 
but it does not even tell what amount of money is actually 
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paid for labor. It indicates, and indicates only, the condi- 
tion upon which the price is in equilibrium. But, as this 
condition requires that the wages paid for a certain amount 
of labor should be equal to the interest paid for the use of 
a certain amount of capital, it might seem to be a simple 
step to conclude from this the definite amount of money 
paid for wages. There are, however, two reasons why this 
does not follow. In the first place, our investigation does 
not show what amounts of labor and of capital are equally 
compensated ; and even this knowledge would be useless 
unless we also knew the rate of interest on capital, and 
this we can never ascertain until we also ascertain the rate 
of wages. The rates of interest and of wages are mutually 
dependent, and neither can be definitely ascertained with- 
out at the same time ascertaining the other. Their laws 
are in reality but the two aspects of one and the same 
law,— that, namely, which we have heretofore laid down 
as the law of wages. A little observation will show that, 
while this law applies to wages, it applies conversely 
equally well to interest. 

This may seem a negative and very empty result; but 
the knowledge which it gives as to the condition of equilib- 
rium between interest and wages is of the utmost impor- 
tance in itself, and also prepares us to enter with good 
hopes of success upon the further inquiry into the causes 
which engage equilibrium to settle at the exact point 
where it does rather than somewhere else. 


IV. 


The theory set forth in the preceding pages involves 
the assumption that in large numbers of operations the 
advantages of using labor and those of using auxiliary cap- 
ital are not so widely separated as to preclude an active 
competition between those different methods of obtaining 
the same results. In some cases, both methods are actually 
and indifferently used under similar circumstances, and 
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their relative cheapness remains in suspense.* Such cases 
are of course limited in number and in extent. In the 
great majority of cases, there must be a difference between 
the cost of using labor and that of using auxiliary capital 
sufficient to be clearly recognized. And, however small 
this difference may be, it will under the same conditions 
always exclude the use of the less favorable method. But 
the conditions may vary; and the relative advantages of 
the two methods may, therefore, often be reversed. 

Nothing, for instance, can be better established than the 
advantage of expensive machinery and plant in the textile 
industries, in transportation, and in the manufacture of 
nails. Yet to this day homespun clothes and rag carpets 
are used alongside of the products of the mills of Bradford 
and of Philadelphia; the hand nailer still plies his labori- 
ous and ill-paid task at the forges of the Black Country in 
Staffordshire; and in our own land blacksmiths are still 
probably found who make their own nails. Wagons and 
stages compete with railroads even in this country; while 
in Mexico carriers with packs on their backs and donkey- 
drivers with herds of asses carry freight at less rates than 
railroads, or at least.did so recently. 

Almost every new process passes through a long period 
of trial, in which its comparative merits remain in suspense. 
Only gradually it gains a general acceptance. The old meth- 
ods linger a long time under circumstances where their appli- 
cation continues to present equal or superior advantages. 


* A coal-cutting machine, or a machine for moulding cast-iron pipes, takes 
the place of a great deal of manual labor. Machines for both these purposes 
are in practical use to a limited extent ; but it is not yet positively demonstrated 
whether they are cheaper or dearer than labor. A decrease in interest, or in 
the other costs of operating them, or an increase in the price of labor, or even 
an interruption in the supply of labor, might insure their general introduction. 
Some operators, it is said, retain them for the especial purpose of averting 
strikes. 

tI was told in the City of Mexico that rosin for the use of the gas works 
was brought on asses’ backs from the state of Morelos, some fifty miles distant, 
at less charge for carriage than by rail. This was in the spring of 1884, 











76 QUARTERLY JOURNAL OF ECONOMICS 





Somewhere the advantages of the old process and of the 
new are about evenly balanced; and there a slight change 
in the cost of either would effect a great change in the rel- 
ative extent to which each is employed. 

About the dividing line where the advantages of machine 
methods and hand methods are evenly balanced, the price 
of labor’s services will be found equal to the cost of the 
services of such auxiliary capital as would replace it. This 
line of equilibrium need not long remain stationary. It 
varies with every variation in the price of labor and rate 
of interest; it also varies with every improvement or 
change in the different methods. To-day it probably is 
other than it was yesterday or than it will be to-morrow. 
Machine methods steadily expand at the expense of hand 
methods. The cheapening of machine-made fabrics ban 
ishes from use antiquated homespuns and picturesque 
local costumes. A lowering of railway tariffs will some 
day stop the traffic of the Mexican donkey-driver. A rise 
of wages which should reach the poor nailers of Stafford- 
shire would leave their forges cold and idle forever. 

In many cases, the decision between the different meth- 
ods depends upon the size of the market to be supplied ; 
in others, it depends mainly upon the constancy with 
which tools can be used. While a machine stands idle, 
the interest on its cost keeps running; but labor can be 
discharged or turned to other work. A power crane rep- 
resents a large class of expensive tools which accomplish 
the work of many men. It can only be used when its em- 
ployment is tolerably constant, but it then effects a great 
saving. A steam plough may sometimes be profitable on 
a large farm, but never on a small one. A type-writing 
machine is only used where much copying is done. A 
calculating machine can only be profitably used where 
many similar calculations are carried on, as in the Massa- 
chusetts Bureau of Labor Statistics. (Report to Colum- 
bus Convention, 1883, pp. 7 and 8.) 
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A reaping machine dispenses with many laborers, with a 
binder attached it dispenses with many more; but even in 
the United States the use of these machines is not univer- 
sal. They compete to some extent even here with hand 
labor. 

The agricultural processes of different countries are 
among the surest indices of the condition of the laboring 
population. In Germany, it is a common sight to see a cart 
drawn by a woman and a dog: where labor is dearer and 
money more plenty or the people a little easier, a horse 
releases both alike from their unnatural task. In the 
United States, where labor is dear, costly agricultural ma- 
chinery is extensively used, in spite of the smallness of 
the farms: it is much used in England also, because there 
the farms are large; and wages, although lower than in 
the United States, still far exceed those of other countries. 
In Russia, on the other hand, in Mexico, in Asiatic coun- 
tries, and even in Southern Europe, we find the rudest 
tools: baskets are used instead of wheel-barrows, wooden 
ploughs instead of iron ploughs, or gangs of spade-men 
replace both the ploughs and the beasts which draw them. 
A part of this is no doubt due to sheer stupidity; but 
much is also due to the price of labor and the rates of in- 
terest. The high cost of tools, and especially the difficulty 
of making repairs, in rude countries are additional draw- 
backs to the use of auxiliary capital. 

In no country, perhaps, is common labor so cheap when 
compared with its efficiency as it is in Mexico; and in few 
are the interest and the risk of employing capital so great. 
Machinery and tools are there of the rudest description. 
Scarcely anything is done by the use of fixed capital which 
it is possible to do by hand. Entirely different methods of 
silver mining and reduction are pursued to the north and 
to the south of the Rio Grande. It is sufficient explana- 
tion that sixty cents a day is higher wages beyond the 
frontier than three dollars on this side for equal work, 
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while the cost of machinery in Mexico is perhaps double. 
Asses are the one form of capital freely used by the Mexi- 
cans, but asses are there relatively as cheap as men. 

The construction of water works affords an instance 
where the comparison of the cost of interest and the cost 
of labor is very direct. It is often a question whether to 
make use of a near source of supply, and pump by steam, 
or to go to a farther source, and utilize gravity. So far 
as cost is concerned, this question resolves itself into a 
comparison between the wages of engineers and firemen 
and the cost of coal (which is mostly wages) in the one 
case, and the interest on a longer pipe line, which may be 
necessary, in the other case. 

In the foregoing examples, the competition between labor 
and capital is palpable and open. But this is not true of 
all the cases where auxiliary capital and labor displace each 
other; perhaps it is only true of the smaller part of them. 
Sometimes the choice between using auxiliary capital and 
labor assumes the form of a choice between articles pro- 
duced mainly by the use of one or of the other, as is the 
case with the competition between natural gas and coal. 
The cost of mining coal, and especially that of mining soft 
coal, is little else than wages; while the cost of natural 
gas is almost entirely interest on the plant needed for its 
conveyance. The distance to which natural gas shall be 
carried is a question of the rate of interest and of the price 
of mining coal. Artificial gas, also, is more and more used 
as a substitute for coal; and its cost is largely interest on 
the expensive plant needed for its manufacture and distri- 
bution. Indeed, of all the many contrivances to save fuel, 
every one results in the outlay of additional capital and in 
economy in the amount of labor employed. 

In the case of lighting, electricity appeals to almost 
exactly the same wants as gas; but the proportions of cap- 
ital and of labor employed vary greatly between them. 
If a gas plant of given size is worth fifty thousand dollars, 
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and requires the labor of fifteen men in operating it and 
in mining coal, whereas an electric plant supplying the 
same number of lights is worth one hundred thousand 
dollars, and only needs the labor of ten men, who will deny 
that the relative cost of electric lighting and gas lighting 
depends on price of labor and on interest? 

We have so far spoken only of cases where definite 
amounts of labor and of capital supplant each other, either 
directly or indirectly, in producing the same things; and 
we have been compelled for the sake of clearness to limit 
ourselves to simple and obvious cases. Industrial opera- 
tions, however, commonly involve so many and such vari- 
ous factors that it is difficult or impossible to measure or 
contrast the amounts of labor and of auxiliary capital 
employed in each of the different combinations whereby 
the same things are produced; and yet it does not follow 
that the influence of their respective cost upon the selec- 
tion made is less strong because it eludes observation. 
Furthermore, there are many cases of the displacement of 
labor or of auxiliary capital, the one by the other, where 
there is really no actual substitution, and where the change 
does not result in producing the same things. While the 
employer seeks every opportunity to substitute labor and 
capital for each other at a profit, he is just as earnest to 
discover and to stop every outlay which fails to yield 
to him the usual rate of profit. He scrutinizes every item 
of his expenditure. If any one item of labor is not repaid 
out of the product together with the usual business profit, 
he dispenses with it. If any auxiliary capital does not 
afford a full profit, he seeks some other use forit. He is 
equally alert in his search for new forms of profitable 


* investment, both of the funds thus liberated and of any 


new accumulations. He will devote a part to buying 
labor and a part to employing auxiliary capital. How 
much shall go in each way, and whether in the old or in 
some new proportion, depends, in great part at least, upon 
the rates of wages and of interest. 
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One of the ways in which capital may be diverted from 
the payment of wages to auxiliary uses without directly 
supplanting any definite portion of labor is in the case of 
buildings. Where interest is high, there is too much use 
for money to sink it in costly buildings. We put up with 
cheap temporary structures. The reverse is the case where 
interest is low. In no country, perhaps, does the cost of 
employing capital both as to interest and as to risk bear 
so low a ratio to the price of labor as in England. Con- 
sequently, there is a lavish expenditure in fixed capital. 
An American arriving in England wonders at the massive 
docks on the Mersey; and he hears with amazement that 
the average cost of English railroads is two hundred thou- 
sand dollars per mile. But even in America the rate of 
interest has of late approximated to that which prevails 
abroad, while no similar reduction has occurred in the 
cost of labor. Therefore, rough sheds give place to costly 
depots of brick and stone; ten-story office buildings and 
apartment houses rise in our cities; and the steam ferries 
and wooden trestles which formerly carried our railroad 
trains are replaced by iron bridges costing hundreds of 
thousands of dollars. 

But it is not only by the use of fixed instruments that 
capital is withdrawn from the purchase of labor. This is 
just as effectively done when large stocks of materials and 
goods are kept on hand, whereby the movement of circu- 
lating capital is retarded, and its distribution in wages 
made less frequent. Merchants and speculators may keep 
on hand larger or smaller stocks of goods. Manufacturers 
and shippers may hasten or slacken the processes of man- 
ufacture and transportation. All will be guided by the 
expectation of gain; and this reduces itself to a compari- 
son of the interest it will cost to carry their wares with the 
saving in other costs of production, or with their estimate 
of the prospective advance in the price. 

Where the processes of productive industry can be 
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hastened by the use of additional labor, as in floating logs 
down the rivers of Maine and New Brunswick, the ques- 
tion is whether the cost of such labor will or will not 
equal the interest saved. Where by protracting the 
duration of a process its products gain in quality and 
value, as happens with leather and wine, the choice of 
processes depends upon the comparison of the enhance- 
ment of value with the additional interest. In different 
countries a different selection may be made. 

When interest is low and wages high, the employment 
of superfluous or unnecessary labor is carefully avoided ; 
but large stocks of goods are freely kept on hand, both 
for productive and for speculative purposes. Low rates 
for money notoriously foster speculation; but, when a 
flurry comes over the money market, operators hasten to 
realize. In Europe, low rates of interest lead to a more 
general adoption than is usual here of the slower and the 
more perfect processes. In Scotland, vast quantities of, 
pig iron are carried “in store,” as a speculative invest- 
ment, with the expectation of making interest on capital 
out of the rises in price which occur from time to time. 
Our Southern States are the world’s chief producers of 
cotton; but the bulk of the crop soon gravitates to Eng- 
land, where the world’s stock is mostly carried because of 
the difference in the rate of interest, which in the interior 
of Texas is not less than ten or twelve per cent., and in 
England is not more than three or four. 

Where interest is high and wages are low, as measured in 
money or exchange value, there we find a scarcity of 
implements and scanty stores of goods; but labor is there 
used with profusion alike in productive and in unproduc- 
tive employments. More hands are employed to do the 
same useful tasks, supernumeraries and drones are more 
readily tolerated, and domestic servants are employed in 
greater numbers. In Russia or Mexico or India, coun- 
tries where labor is exceedingly cheap, a gentleman 
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scarcely ever travels without being accompanied by one or 
more servants; but he will find the hotels devoid of the 
most necessary and simplest articles of furniture. The 
feudal nobles were often poor in money, and their house- 
holds were wanting in many conveniences which every 
mechanic’s home can now afford, but, on the other hand, 
they were surrounded by domestics and retainers of high 
and low degree, in numbers which would be ruinous to 
the wealthiest nobles or bankers of our time. It was 
only possible to bear the charge of all this throng of fol- 
lowers and menials because the cost of labor was small. 
Remuneration, the food, clothing, and shelter obtained, 
may for the habits of that time have been ample; but it 
was paid in commodities which the feudal proprietor 
could have used in no other way. The money value of 
his herds and of his lands and crops was next to nothing : 
they could not be exchanged for money or for goods, and 
could only be used in this way, to swell his pomp and 
uphold his dignity and power. 


We have hitherto spoken chiefly of the choice between 
different methods of producing the same commodity or 
commodities which are virtually the same. This is guided 
solely by the preference for cheapness. 

The choice between industries which produce different 
commodities is guided in much the same manner. The 
amount which men desire of any particular commodity 
varies as its price varies. But cheapness is not here the 
sole motive of choice, and variations in price do not influ- 
ence the demand for every commodity in the same degree. 
The demand for bread is but little affected by price; but 
the demand for seats at the opera is affected very greatly. 

Observe how greatly the proportions of labor and of 
auxiliary capital employed in different industries vary. In 
growing wheat or raising garden produce, apart from the 
value of land, the outlay consists almost entirely of labor ; 
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but in pasturage, on the other hand, an utterly insignifi- 
cant amount of labor under some conditions is sufficient 
to care for vast sums of capital, as is the case on Western 
ranches or on Australian sheep-runs. The lace-maker 
requires no capital but a cushion and some thread. The 
prospector in our Western mining regions requires no 
capital but a grub stake and a pick and spade and basin. 
Little more capital than this is needed by the fisherman 
and the hunter. In making roads or in building dams 
or embankments, very little capital sets in motion great 
amounts of labor. On the other hand, in operating a 
railroad, a vast amount of capital is operated by a few 
laborers. In a water works, the proportion of labor is still 
less. In a water works on the gravity system, a plant 
worth one hundred thousand dollars may sometimes be 
readily managed by a couple of men. 

It is not necessary to inquire here what may be the 
extent and the limits of the influence which cheapness , 
exerts upon the choice between industries. It is sufficient 
to observe that, so far as this influence extends, low 
interest and a high price of labor encourage industries 
which employ large capitals and small amounts of labor, 
and men indulge freely in those gratifications which such 
industries provide; but that high interest and low-priced 
labor stimulate industries which employ much labor and 
little capital. 

The choice between industries producing different com- 
modities by different proportions of labor and capital, so 
far as it is guided by cost, is therefore decided in the same 
way as the choice between different methods of producing 
the same commodity ; namely, by the relative cost of labor 
and of interest. Were it impossible that labor and auxil- 
iary capital should supplant each other in the production 
of a single commodity, the demand for labor and for the 
use of auxiliary capital would still depend upon their 
relative cost or price; for it would depend absolutely and 
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directly upon the demand for the different commodities 
into which each respectively enters the most largely, and 


-this demand, always supposing desire to be governed by 


cheapness alone, would depend in turn upon the price of 
labor and of interest. The relative demand for labor and 
for auxiliary capital would still depend upon the price of 
their use; but the process would be a little less direct than 
where the choice lies between different methods of the 
same industry. 

The law of the price of labor would then assume this 
form: Equilibrium can only exist in the price of labor and 
in the price of using capital when it is impossible to augment 
the sum of gratifications by supplanting industries employing 
a large proportion of one by industries employing a larye 
proportion of the other. 

Among the industries between which desire is evenly bal- 
anced, there are some in which labor predominates, and 
some in which capital predominates. The price of labor 
which will produce any gratification in the former indus- 
tries equals the cost of using capital to produce in the 
latter other gratifications equally esteemed by human desire. 
And the same prices will be paid for the use of labor and for 
the use of capital in all their employments as are paid for 
them here. 

If the price of labor be excessively high, the price of 
those commodities into which labor most largely enters 
will also be high, and the demand for them will slacken. 
Employers will withdraw capital from their production in 
order to embark it in industries using a greater proportion 
of auxiliary capital. The demand for labor and its price 
will fall, and the use of auxiliary capital will grow at its 
expense until equilibrium is restored. Thus every depart- 
ure of wages from their normal rate works its own cure. 

But, in so far as desire rejects the guidance of cheapness 
and is led by the various human appetites, it may, accord- 
ing to the nature of those appetites, direct industry into 
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channels requiring much labor or into others requiring 
much capital. In the first case it stimulates and in the 
latter case it depresses the demand for labor. But the 
further consideration of this point lies without the scope 
of this paper. 

V. 

In this paper we have treated the wages question as a 
special case of the law of value and subject to the opera- 
tion of supply and demand. We recognized at the outset 
that supply, being for moderate periods of time constant, 
the market price depends upon the demand, while the 
demand in its turn always depends upon price; and we 
set about finding the condition upon which equilibrium 
would establish itself in these things. In so doing, we 
were obliged to define wages; and, in the only sense in 
which wages influence demand, they mean the money price 
of the services of labor. 

We have seen that capital and labor compete with each 
other for employment, being able often to supplant each 
other and to render the same or equally desirable services ; 
and we have noticed how greatly the amounts vary of the 
vapital and of the labor which can do this in different 
employments. 

Where the smallest amount of capital will supplant the 
largest amount of labor, there the advantage of employing 
capital is greatest, and there capital will be exclusively 
employed: where the least amount of labor will supplant 
the largest amount of capital, there the advantage of labor 
is greatest, and there labor will be exclusively employed. 
The advantages of labor over capital and of capital over 
labor shade off from these points in an infinite number of 
successive and minute gradations until they finally merge 
at a point where labor and capital can be indifferently 
used with equal advantage and profit to the employer. 

At this point, the same price must be paid for the 
services of labor as for the same or for equal services ren- 
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dered by capital. We accordingly reach this formula: 
The same price, whether it be called wages or interest, is 
paid for that amount of labor and for that amount of capital 
which can supplant each other and render the same services 
in those industries where their relative superiorities merge, 
or which can in different industries render services equally 
esteemed by effective desire. And the same prices as are 
paid in these cases for labor and for the use of capital are 
also paid for them in all their other employments. 

It seems to follow from this that in a certain sense 
wages and interest are the same thing; that is to say, that 
they are paid indifferently by the employer for services 
which, although rendered by very diverse and competing 
agencies, are to him equivalent. This conclusion accords 
with the fact that high or low rates for interest and for 
wages often coincide, and that their fluctuations to a great 
extent happen and progress concurrently. 

To complete the theory of wages, it remains to inquire 
at what point labor and capital do actually supplant each 
other, and what are the causes of wages and interest being 
really high or low. These causes are all comprised in the 
state of nature and of the arts, in the supplies of labor 
and of capital, and in the character of human appetites. 
Space forbids our entering further upon these topics 


here. 
Stuart Woop. 











THE AUSTRALIAN TARIFF EXPERIMENT. 


The rival policies of protection for domestic industries and 
tariff for revenue only have been tried in Australia, side by 
side, under conditions enough alike and for a long enough 
time to give value to a comparative statement of the progress 
made by New South Wales and Victoria. The latter is the 
smaller and the younger of the two. It was created, however, 
simply by cutting off a portion of New South Wales; and it 
has had a separate existence for nearly forty years. The dis- 
covery of gold mines drew population rapidly into the younger 
colony; and for a time it had a larger population than the 
mother colony, in which the mining excitement had somewhat 
abated. Each colony controls its own affairs. Victoria early 
adopted the protective system. New South Wales adheres to 
free trade, or, more exactly, a tariff for revenue only. In 1886, 
the colonial legislature made a movement in the direction of 
protection, imposing many new duties and advancing old 
ones; but this step was retraced at the very next session of 
the legislature. The colonies adjoin each other. Melbourne 
and Sydney are the.commercial rivals of the Australian conti- 
nent. Each colony is entirely satisfied with its own fiscal sys- 
tem. We observe one important fact at the very threshold of 
this inquiry; namely, that States may exist side by side under 
the two antagonistic policies, and neither will drive the other 
out of existence or into bankruptcy. 

Since 1870, the growth of population has been more rapid 
in New South Wales than in Victoria.* In the year men- 
tioned, the former colony had 520,000 inhabitants, and the 


* The facts regarding these colonies here stated are taken from The Colonial 
Civil List for 1887; Keltie’s Statesman’s Year-book for 1888; Mr. Hayter’s 
comprehensive and well-arranged Victorian Year-book for 1886-87 ; the British 
Colonial Statistical Abstract for 1886 ; and, some previous years, a semi-ofiicial 
publication entitled An Essay on New South Wales, by C. H. Reid, Sydney, 
1876; and reports from Mr. Griffen, United States consul at Sydney, in the 
monthly publications of Consular Reports for March and November, 1887 ; and 
in special issue No. 40, Consular Reports; and the Handbook to the Statistical 
Register of New South Wales, 1886, by T. A. Coghlan, government statistician. 
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latter had 730,000; in 1880, New South Wales had gained 
substantially on the other, having 730,000 inhabitants to 260,- 
000 in Victoria; in 1886, New South Wales had practically 
caught up with Victoria, the former having a population of 
1,001,966 and the latter of 1,003,043. In sixteen years, the 
population of the free-trade colony had nearly doubled, and 
that of the protection colony had increased thirty-seven per 
cent. The Victorian Year-book gives only immigration and 
emigration by sea; and Mr. Hayter points out that there are 
now ample facilities for moving from one colony to another 
by land, and that at Victorian ports immigrants in transit are 
counted, so that in the case of his own colony the numbers of 
immigrants and emigrants are liable to overstatement. The 
figures show that in the thirteen years, 1873-86, Victoria re- 
ceived 741,180 immigrants, and lost 614,906 emigrants; New 
South Wales received 669,795 and lost 376,461, so that the 
protection colony’s net gain from immigration was 126,274, 
and the free-trade colony’s net gain was 293,334. 

During the six years, 1881-86, Victoria made a net gain of 
population from all the Australasian colonies except New 
South Wales amounting to 83,657; but during this period 
her net loss to New South Wales was 27,961. 

During the eight years, 1879-86, the free-trade colony dis- 
posed of nearly three times as much land as the protection 
colony; but this would seem to be due to the higher price at 
which Victoria held her public domain, and the greater 
amount of grazing in New South Wales. The latter sold and 
granted more than forty-six and a half million acres of land at 
a little less than twenty shillings an acre; while Victoria dis- 
posed of less than fifteen million acres at a trifle more than 
thirty shillings an acre. Victoria greatly exceeds New South 
Wales in the production of wheat, barley, oats, potatoes, and 
wine; and New South Wales produces about fifteen times as 
much maize as Victoria. With an equal population, New 
South Wales had in 1886 considerably more horses, cattle, 
and sheep than Victoria. 

Between 1880 and 1886, New South Wales increased its 
railroad mileage from 849 to 1,935; while Victoria increased 
its railroad mileage only from 1,199 to 1,753. The smaller 
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area of Victoria renders a large mileage less necessary than in 
New South Wales. The cost per mile of railroads at the end 
of 1885 was for Victoria £13,634 and for New South Wales 
£11,994; but this difference is explained by the fact that in 
Victoria all railways have a gauge of five feet three inches, 
while in New South Wales, with the exception of one line 
having that gauge, the standard American gauge of four feet 
eight and a half inches has been adopted. In 1885, New 
South Wales had 10,351 miles of telegraph and Victoria had 
4,094, which may also be accounted for by the difference 
between the areas of the two colonies. Large as this differ- 
ence of area is, in each of them the total population is so 
small compared with the area that, so far as land is concerned, 
the two colonies are in practically the same economic condi- 
tion. 

The bank deposits of Victoria were in 1870 largely in excess 
of those of New South Wales, being £10,899,026 in the 
former and £6,107,999 in the latter; in 1875, the bank de- 
posits in the two colonies were almost exactly equal, being for 
each colony a little more than thirteen million pounds; in 
1886, they were £31,259,472 in Victoria and £28,428,253 in 
New South Wales. In each colony, the aggregate bank assets 
had increased between 1881 and 1886 from less than twenty- 
eight to more than forty-one million pounds. In 1887, the 
liabilities of the banks, exclusive of capital, were £35,631,420 
in Victoria and £31,739,090 in New South Wales; and the 
assets were £43,623,030 in Victoria and £42,095,290 in New 
South Wales. On the 30th of June, 1887, the ratio of bank 
liabilities to assets was 75.10 per cent. in New South Wales 
and 81.68 per cent. in Victoria. 

The savings banks statistics show immense gains between 
1881 and 1886. In 1871, the deposits were £930,000 in New 
South Wales and £1,100,000 in Victoria; in 1881, they were 
£1,500,000 in the former and £1,600,000 in the latter; in 
1886, they were £3,504,804 in the former and £3,431,000 in 
the latter. Mr. Hayter gives two statements of the number 
of depositors and the amount of deposits in Victorian savings 
banks in 1886, without offering any explanation. They evi- 
dently are statements for different dates in the same year. The 
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numbers of depositors in New South Wales in the three years 
indicated were 21,000, 32,000, and 111,944, and in Victoria 
38,000, 76,000, and 194,631. According to these figures, in 
1871 the average deposit was £44 in New South Wales and 
£29 in Victoria; in 1881, it had risen to £47 in the former 
and fallen to £15 in the latter; and in 1886 it had fallen in 
New South Wales to £31 6s. 2d. and risen in Victoria to 
£17 12s. 7d. But the total number of depositors given in 
the Victorian Year-book is the sum of the depositors in 
the general savings banks and the depositors in the post- 
office savings banks; and probably a great many persons 
are depositors in both. The figures given in the New South 
Wales Hand-book show that in 1886 the general savings 
banks of New South Wales contained £2,081,498, belonging 
to 52,378 depositors, an average of £39 15s. each. The post- 
office savings banks held £1,423,305, belonging to 59,566 de- 
positors, an average of £23 18s. Mr. Hayter’s figures for 
Victoria the same year show 111,031 depositors and £2,322,- 
959 of deposits in the general savings banks and 78,328 de- 
positors and £1,266,957 deposits in the post-office savings 
banks. In the former, the average deposit was £20 18s. 5d., 
and in the latter £16 3s. 6d. Assuming that no persons have 
deposits in both kinds of banks, and that the total number of 
depositors in Victoria is 194,631, as Mr. Hayter states in one 
place instead of 189,359 as he states in another, 19.4 of the 
population of Victoria and only 11.17 per cent. of the popula- 
tion of New South Wales are depositors; but the average 
deposits are much larger in the latter colony, and the aggre- 
gate of deposits in New South Wales has gained rapidly on 
that of Victoria. On the basis of population, the average 
deposit in New South Wales would be a trifle the larger. 
All the post-office savings banks pay 4 per cent.: the general 
savings banks pay 4 per cent. in Victoria and 6 per cent. in 
New South Wales. 

In both colonies, the eight-hour working day prevails. The 
following are the rates of wages in the two colonies, so far as 
the tables in the Victorian Year-book and the New South 
Wales Handbook admit of comparison : — 
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New South Wales. Victoria. 
SN es woe wee ee OR 10 to 12s. 
ee 10 to 12s. 
Plasterers, . . > ae 10 to 12s. 
Carpenters and j joiners, ee 9s. 10 to 12s. 
Painters, . . ted 9s. 8 to 10s. 
ee ee ee 8s. 6s. 6d. to 10s. 
Pe kk ewe se ll «6 10 to 12s. 
Iron moulders, . . . 8s. to 9s. 4d. 8 to 12s. 
Plumbers and gasfitters, - + 10to Ils. 10s. 
Boiler-makers, . . co. 10 to 14s. 
Shipwrights, . coe + MeO 18s. 
Farriers ‘per week), - + + « 85 to 55s. 35 to 50s. 
Blacksmiths, ..... . 6 to 10s. 10 to 14s. 
Tinsmiths, . ee ear 7 to 9s. 6s. 8d. to 10s. 
Tailors (per week), » « « « 80 to 60s. 50 to 60s. 
Pressers (per week), . . . . 50 to 60s. 40 to 55s. 
Compositors, ... . . . I8tol4d.perM. 13d. per M. 
Upholsterers, . . - » « 100 12s. 7s. 6d. to 10s. 
Coopers (per week), . » + + « 40 to 50s. 54 to 60s. 
Quarrymen,. . aes | eS 8 to 12s. 


Mr. Hayter states that in 1886 the unemployed in New 
South Wales numbered 9,813, and in Victoria only 4,478. 

Consul Griffen, in a report to the State Department, dated 
June 11, 1888, presents a statement that the annual average 
consumption of sugar for each individual is 924 pounds in Vic- 
toria and 102 pounds in New South Wales. And he says: “ An 
interesting fact in connection with the consumption of sugar 
in the two colonies is that sugar is not the only luxury which 
1s more largely used’ in New South Wales than in Victoria. 
The population of the two colonies is about the same; but the 
average consumption of tea, currants, raisins, beer, spirits, 
tobacco,— indeed, almost every luxury except coffee,— is 
heavier in New South Wales than Victoria. ... Mr. Pulsford, 
to whom I am indebted for this comparison, is very decided 
in the opinion that the well-being of the two populations can 
be shown by their relative spending powers. He thinks these 
comparisons very significant, and in endeavoring to explain 
why the people of New South Wales consume more sugar, 
_ currants, tobacco, beer, spirits, etc., than the people of Vic- 
toria, says : — 


‘* Tf the people of New South Wales took more spirits and less tea than 
the Victorians, the case would look different ; but, when we find that 
New South Wales is ahead in both intoxicants and non-intoxicants, we 
must be very dull scholars if we cannot understand the reason why. 
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Sugars and dried fruits also, which in the form of lollies and cakes rep- 
resent so much enjoyment to the children, are bought much more freely 
in this colony. A portoin of this excess is probably due to the fact that 
the population of New South Wales represents a greater effective or 
working power than that of Victoria. But this is far more than out- 
weighed by the fact that the average duties on the articles are much 
higher in New South Wales than in Victoria : thus sugar pays 5s. ($1.22) 
per hundred pounds duty against only 3s. (‘73 cents) in Victoria, and spir- 
its pay 12s. ($2.92), both customs and excise, while in Victoria the ex- 
cise is 8s. ($1.95) and 10s. ($2.43). Of course, if the duties in New South 
Wales on these articles were as low as they are in Victoria, the consump- 
tion in New South Wales would be still larger.”’ 
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As the prime object of a protective tariff is to promote man- 
ufactures, it is a fact of great importance that, according to 
Mr. Griffen, the horse-power of the factories in the free- 
trade colony in 1887 was 25,192 against 20,160 for the protec- 
tion colony; and the manufacturing industries of the free- 
trade colony employed 45,783 persons, and those of the pro- 
tection colony employed 49,297, with the qualification that 
several trades which are included in the Victorian statement 
are not included in the statement for New South Wales. Mr. 
Griffen believes that, with this correction, the manufactures of 
New South Wales employ as many persons as those of Vic- 
toria; while the value of the manufacturing plant in the former 
is estimated at $25,000,000, and that of the latter at $23,270,- 
000. Mr. Keltie’s figures differ from these mainly in giving a 
most disproportionate valuation to the manufacturing plant in 
Victoria. According to him, in 1886 New South Wales con- 
tained 3,694 manufacturing establishments, employing 45,753 
persons, having engines of 25,192 horse-power, and valued at 
£5,801,757 ; while in 1887 Victoria had 2,770 establishments, 
of which 1,440 had engines with a horse-power of 20,000, 
employing 45,773 persons, with a plant valued at £11,028,000. 
It is quite possible that some elements in the value of the plant 
in Victoria were not included in New South Wales. 

The woollen industry is not protected in New South Wales: 
in Victoria, it is protected by duties ranging from 7} to 30 per 
cent. In neither colony has the manufacture of woollens yet 
become an important industry. In the free-trade colony, the 
number of persons it employs is not only small, but growing 
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smaller, although, measured by the product, the woollen manu- 
facture is not running down much. The number of persons 
employed and the yards of material turned out for five years 
are as follows: — 


Year. Employees. Yards of cloth. 
1882 385 319,225 
1883 372 352,000 
1884 312 305,000 
1885 323 337,750 
1886 182 324,788 


The Victorian mills employed 750 persons in 1882, and 980 
in 1887. In this last year, however, there was a decrease, as 
compared with 1886, of one mill (leaving eight in operation), 
of 3,232 spindles, of 146,489 pounds of wool consumed, of 76 
employees, of 119,215 yards of piece goods, and 398 pairs of 
blankets manufactured, against which there was a gain of 48 
shawls made. In fact, the Victorian woollen industry seems 
to be in a discouraging condition. Mr. Griffen reports :— 


At the last session of Parliament, an additional ad valorem duty of 
five per cent. was added; but the manufacturers have ever since been 
clamoring for a still farther increase. Mr. Munro, a member of the’ 
Victorian Parliament and a manufacturer, stated recently in the Assem- 
bly that the mill with which he was connected lost the whole of its 
capital, $90,000, of which $15,000 had been subscribed by himself; and 
that the woollen industry of the colony was on the verge of ruin. The 
Ballarat Mill, he said, which was regarded as the most substantial in 
Victoria, had not paid a profit for years; and an ad valorem duty of 
twenty per cent. might possibly enable the mills to struggle along for 
a few years. Then they would die an agonizing death. He did not 
think that even fifty per cent. ad valorem duty would make them profita- 
ble to their owners. 


The woollen protection of Victoria, which has failed thus 
far to make the manufacture of woollens profitable, has not 
done a great deal to encourage sheep-raising. New South 
Wales contained 17,560,000 sheep in 1872, over 35,000,000 in 
1880, nearly 38,000,000 in 1883, and 39,169,304 sheep in 1886. 
During each of these years, the number of sheep in Victoria 
was between ten and eleven millions. In 1872, Victoria had 
more than half as many sheep as New South Wales; in 1886, 
it had but little more than one-fourth as many. The wool 
export of New South Wales was nearly fifty per cent. more 
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than that of Victoria in the years 1880, 1881, 1882, and con- 
siderably more than fifty per cent. in excess in the years 1883, 
1884, 1885, 1886. A large portion of the wool exported from 
Victoria is produced in the adjacent colonies. 

The manufacture of boots and shoes is protected in Victoria, 
and not in New South Wales. Naturally enough, New South 
Wales imports boots and shoes much more freely than Victoria. 
In 1886, the imports by the former amounted to £582,313, and 
those by the latter to only £105,828. But in the same year 
New South Wales exported £23,164 worth of home-made and 
£80,673 worth of imported boots amd shoes, a total of £103,- 
837; and Victoria exported only £20,926 worth of home-made 
and £28,334 worth of imported boots and shoes, a total of 
£49,260. During the five years, 1882-86, New South Wales 
exported fifty-five thousand pounds worth of boots and shoes 
made in the colony more than Victoria did. The boot and 
shoe industry in New South Wales employed 2,272 persons in 
1886, and during a term of years the number was slowly 
increasing. The boot and shoe export of Victoria in 1879 
amounted to the considerable sum of £128,217, or more than 
two and one-half times what it was in 1886. In fact, the 
export in 1886, although larger than in 1885, was smaller than 
it was so long ago as 1872. The following passage, from the 
report of a committee to a meeting of the boot and shoe 
manufacturers of Melbourne, is quoted by Mr. Baden Powell 
in his article in the Contemporary Review for March, 1882 :— 


Our travellers report to us that they find very great difficulty in plac- 
ing our orders on the neighboring markets, principally through the com- 
petition of Sydney, with their own manufacture and European imported 
sold sufficiently low to secure the custom. It must be remembered that 
Sydney has always had a steady export of her own manufactures, and that 
her manufacturers are giving inducements to our best work people to 
remove there. It also must be remembered that all leathers —the boot 
manufacturers’ raw material —are admitted free into the port of Sydney; 
while an import duty of seven and a half, ten, and twenty per cent. is 
enforced in Victoria, thereby placing the Sydney manufacturer at an 
advantage. 


The fact that three years after this complaint of the pro- 
tected shoe manufacturers their export trade had fallen to 
forty per cent. of what it was three years before their com- 




















THE AUSTRALIAN TARIFF EXPERIMENT 95 


plaints indicates that they continued to find it difficult to 
place their orders in competition with the shoe manufacturers 
of the free-trade colony, and continued to lose their best work- 
men to Sydney. 

Taking the manufacturing industries of Victoria in a mass, 
it appears from the colonial Year-book that in 1887 there 
was a decrease, as compared with 1886, of 14 establishments 
and 3,193 employees in all the concerns, exclusive of flour 
mills, breweries, distilleries, brick-yards, potteries, tanneries, 
fellmongeries, wool-washing establishments, woollen mills, soap, 
candle, and tobacco factories. Including all of these, there 
was a decrease of 43 in the number of establishments and 
3,524 in the number of employees. 

The number of persons employed in all manufacturing proc- 
esses steadily increased in New South Wales from 25,714 in 
1879 to 45,788 in 1886. In the latter year there were en- 
gaged in making agricultural and dairy implements 281 per- 
sons; boots and shoes, 2,272; clothing, 3,260; in iron and 
brass founderies, 1,292; in machinery and engineering, 2,197 ; 
in other metal industries, 3,449 ; in building materials, 9,187 ; 
ship building and repairing, 1,077; furniture, bedding, and 
the like, 1,380; books, paper printing, and engraving, 3,659 ; 
and in carriage works, 1,917. 

As we should expect especially protected industries in Vic- 
toria to show a development beyond that of like industries 
in New South Wales, so we should expect the commerce and 
shipping of the latter to exceed that of the former. Here the 
results are less disappointing. In the ten years, 1876-85, New 
South Wales built 627 vessels, with a tonnage of 41,500; and 
from year to year there was generally an increase. In the 
same period, Victoria built 80 vessels, with a tonnage of 3,811, 
the business generally, and in the last five years rapidly, dimin- 
ishing. The steam and sail shipping owned in the two col- 
onies in 1885 was 67,517 tons for Victoria and 122,293 tons 
for New South Wales. During the ten years, 1877-86, the 
aggregate tonnage of vessels entering and clearing for the two 
colonies was 26,122,782 tons for Victoria and 32,813,029 tons 
for New South Wales. In 1886, 97.05 per cent. of the ships 
arriving in Victorian ports came with cargoes and 2.95 per 
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cent. came in ballast, while only 73.11 per cent. sailed with 
cargoes and 26.89 per cent. sailed in ballast. Numerically, 68 
ships arrived in ballast and 625 sailed in ballast. In tonnage, 
1.01 per cent. arrived in ballast and 24.34 per cent. sailed in 
ballast. On the other hand, of the shipping that entered and 
cleared from ports in New South Wales in the seven years, 
1880-86, 10,513,392 tons came with cargoes and 2,240,556 tons 
came in ballast, 12,539,808 tons sailed with cargoes and 227,- 
064 sailed in ballast. In 1886, 1,760,649 tons entered with 
cargoes and 353,969 entered in ballast, 2,103,351 sailed with 
cargoes and only 40,635 sailed in ballast. For 1886, 16.74 
per cent. of the tonnage entered in ballast and 1.89 per cent. 
cleared in ballast. For the seven years, 17.54 per cent. en- 
tered and 1.8 per cent. cleared in ballast. 

The protective system is intended specifically to diminish 
importation, and is also expected to prevent money from 
going out of the country. For the seven years, 1880-86, the 
balance of trade was against both these colonies; but, taking 
specie and bullion out of the account, the balance of trade in 
merchandise against Victoria was more than £11,000,000 
greater than it was against New South Wales. The free- 
trade colony imported £13,000,000 worth more than Victoria 
did, but it also exported £24,000,000 worth more than Vic- 
toria did. The imports of New South Wales for the seven 
years were £140,866,417, of which £9,972,875 was specie and 
bullion. The total imports of Victoria were £123,544,154, of 
which £5,879,481 was specie and bullion. The exports of 
New South Wales amounted to £118,522,629, of which £10,- 
531,758 was in specie and bullion; and the exports of Victoria 
amounted to £108,201,103, of which £24,687,791 was in specie 
and bullion. 

In 1886, New South Wales imported nearly twice as much 
machinery as Victoria, but did not import quite so much iron 
and steel. The former imported five times as much of the 
manufactures of leather and more than twice as much of 
linens, woollens, drapery, and haberdashery as Victoria did. 
Both colonies re-exported much of their imports. 

The Victorian exports in 1886 were four and a half million 
pounds sterling less than in 1881 and two and a half millions 























THE AUSTRALIAN TARIFF EXPERIMENT 97 


less than in 1876. The articles showing an increase in 1886 
over both the previous dates were potatoes, tea, hides, soap, 
hay, and straw. Wine, candles, bark, and tin ore show an 
increase over 1881, but a decrease from 1876. Books, cloth- 
ing, butter and cheese, breadstuffs, skins and pelts, leather, 
copper ore, and live stock show an increase over 1876, but a 
decrease from 1881. In trading with the other colonies, Vic- 
toria exported more than she imported in 1883, when the 
excess was £85,926; but in all the other years from 1876 to 
1886 she imported from the other colonies more than she 
exported to them, and the excess was in one year over two 
million pounds sterling, in four other years over one miljion 
pounds, and in four other years over six hundred thousand 
pounds per annum. In 1886, Victoria imported from New 
South Wales goods worth £4,350,871, and exported to New 
South Wales goods worth £2,624,713. Victorian exports for 
1886, as compared with 1885, show increases of £420,464 and 
decreases of £4,176,901, a net decrease of £3,756,487; and 
of this the decrease in exports to her free-trade neighbor 
was £1,181,861. Victoria imported from New South Wales’ 
more than twice as much as she exported to New South 
Wales in 1871 and nearly twice as much as in 1881. In 1885, 
New South Wales outranked Victoria in the total value of 
her exports of home production and in the value per head 
of population of the exports of home production. 

The value of exports of Victorian manufactures for a series 
of years affords little evidence of advantage given Victoria by 
her tariff in her competition with the other Australian colo- 
nies. The exports of stationery show a decrease for every 
year from 1883 to 1886, both included; in agricultural imple- 
ments there was a decrease from 1882 to 1884, and a small 
increase in 1885 and 1886; in machinery there was a de- 
crease annually from 1883 to 1886; in saddlery and harness, 
the decrease runs from 1882 to 1886; in furniture and up- 
holstery, it runs from 1883 to 1886; in woollens there was 
a continuous decrease from £15,692 in 1882 to £2,751 in 1886; 
in apparel, the decrease runs from 1882 to 1886, except that it 
was smaller in 1883 than in 1884; the export of boots and shoes 
decreased from £47,250 in 1882, year by year, to £20,926 in 
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1886; the export of cordage decreased from 1884 to 1886; 
the exports of butter and cheese, hams, bacon and lard, beef 
and pork, preserved meats, wool, and wheat decreased from 
1884 to 1886, the decrease in wheat being from £1,426,905 to 
£165,391; the export of refined sugar and molasses decreased 
from 1883 to 1886, while that of wine increased steadily from 
1880 to 1886; the export of leather decreased from 1883 to 
1886; and the export of hardware decreased from 1882 to 
1885: in 1886 there was a slight increase, but the export then 
was only £20,834 as against £69,415 in 1882. 

In the absence of farther information, we can draw no par- 
ticular conclusion from the fact that mortgage loans in Vic- 
toria increased year by year from £6,672,733 in 1881 to £12,- 
224,992 in 1884, except that, as the number of loans increased 
only one-third, the debtors seemed to be increasing their bor- 
rowings. In New South Wales, the mortgages increased from 
4,505 for £5,268,449 in 1881 to 6,933 for £7,570,210 in 1886. 

The Australian experiment indicates that a protective tariff 
may foster particular industries, though in Victoria the wool- 
len industry is unprofitable, and it is not clear that the boot 
and shoe industry is well established. It can divert capital 
and labor from certain channels into others, but it is not 
shown that it increases the aggregate wealth and prosperity 
of the community or the number of persons engaged in manu- 
facturing enterprises as a whole. It does not draw immi- 
grants; and it naturally represses ship-building and commerce, 
which is one of its principal objects. It has little influence, it 
any, upon the rate of wages. It must amount to something 
very near prohibition before it can greatly reduce importation 
and prevent an adverse balance of trade. The customs rev- 
enues of New South Wales and Victoria are about the same, 
so that the convenience of collecting the public revenues at 
the custom-houses can be secured without invoking the princi- 


ple of protection. 
Frep. Perry Powers. 
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NOTES AND MEMORANDA. 


Tue annual meeting of the Verein fir Socialpolitik was to 
take place this year at Frankfurt on September 28 and 29. 
Professor Miaskowski and Dr. Thiel were to present a report 
on usury in agricultural districts, on the means of doing away 
with it, and especially on the organization of credit for the 
peasantry. Professor Conrad and Dr. Criiger were to report 
on the extent to which prices are raised by retailers and other 
middlemen, and on possible remedies against abnormal prices. 
The last-named gentleman has been closely connected with 
the co-operative movement, and was to discuss the effect of 
distributive co-operation. We may mention in this connec- 
tion that any person may join the Verein by sending his name 
to the secretary, C. Geibel, publisher, Leipzig, and will receive 
its publications on transmitting 10 marks yearly to that officer. 





Tue figures for the cotton year, ending September 1, show 
that the crop of 1887-88 exceeded 7,000,000 bales, being the 
largest ever gathered in the United States. Down to the 
war, 4,000,000 bales had been reached only once, in 1859-60. 
That line was again passed in 1870-71 and in 1873-74; and, 
beginning with 1875-76, the crop began to run permanently 
above it. The yield for the last ten years is given by the 
Commercial and Financial Chronicle of September 15, in 
a review of the cotton year, as follows: — 


Bales. Bales. 
1878-79 . . . 5,073,531 1883-84 . . . 5,714,052 
1879-80 . . . 5,757,397 1884-85 . . . 5,669,021 
1880-81 . . . 6,589,329 1885-86 . . . 6,550,215 
1881-82 . . . 5,435,845 1886-87 . . . 6,513,623 
1882-83 .°. . 6,992,234 1887-88 . . . 7,017,707 


The above figures tell their own story as to the industrial 
regeneration which the South has undergone, and the solid 
basis on which the prosperity of that region is now established. 
Hardly less significant of change, though on a smaller scale, 
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are the figures as to the transportation of cotton by overland 
routes, which are now gaining at a rate inconceivable before 
the better organization of our railway system : — 


Shipped overland. 
1888-84 . .. . . . « « + 41,049,070 bales 
a a ee ee 991,960 “ 
| ee ee ee eS 1,260,279 “ 
1886-87 ..... eres ee © 
ee ee ae il 





In our April number (page 347), we noted the passage of 
an Austrian act for compulsory insurance of workmen against 
accident. This was followed by an act for compulsory insur- 
ance against sickness, and an account of both measures has 
been given by Dr. M. Ertl in the Jahrbuch fir Gesetzgebung. 

The act for insurance against sickness, like its predecessor 
for insurance against accident, follows the general lines of 
the legislation on the same subjects in Germany. It diverges 
from the German model in that the whole system is super- 
vised by the government of the Empire, whereas in Germany, 
though the system is the result of imperial legislation, its 
administration is left in the hands of the several states. It 
is part of the same divergence that the associations which 
carry the insurance against sickness are organized by judicial 
districts, and not, as in Germany, by towns and communes. 
And since, by the earlier act, the associations for insurance 
against accident are also erganized geographically, it is natural 
that the general supervision of the whole system of insurance 
against both accident and sickness should be put in the hands 
of a central Insurance Bureau. 

In most other respects, the German example is followed. 
Employers are responsible for the contributions, but are en- 
titled to deduct from wages two-thirds of what they pay. 
The sick-pay is sixty per cent. of common laborer’s wages; 
and, in addition, expenses of cure are defrayed, and a small 
funeral allowance is made. Agricultural laborers are not 
affected, unless their employers voluntarily join the system, 
the insurance of this class being left to the legislation of the 
separate states of the Empire. 
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Tue annual report of the Bank of France for 1887, given in 
the Hconomiste Frangais for September 8 and 15, presents 
some facts of interest as to the character of the paper dis- 
counted by the bank and its branches. The total amount of 
discounts for 1887 was 8,268,658,000 francs, made up by 
11,579,661 pieces of paper. For each piece, the following cal- 
culation is made : — 


Paris. Branches. 
Average amount, 745.90 fr. 688 fr. 
“ time to run, 22.4 days. 29 days. 


The average sum represented by each piece was smaller 
than in 1886 by 21 francs in Paris and by 13 franes in the 
country, and the average time to run fell off two and a half 
days in Paris and one day in the country. 

The classification of the paper discounted at Paris, 5,188,490 
pieces, amounting to 3,869,744,600 francs, shows this remark- 
able proportion of paper of the smallest classes : — 


13,755 pieces of 10 francs or less; 
677,590 “ “ 11 to 50 francs; 
977,455 “ ““ 51 to 100 francs; 


1,668,800 “ “ 100 francs or less. 





The number of these minute notes discounted by the bank 
is still steadily increasing : — 


1881, paper for 100 fr. or less, 1,160,945 pieces. . 


1882, 1/224,396 
1883, “ «  « — 7'349.970 
1884,“ «  «  7’581'515 
1885, “ «  «  7’590'839 
1886, “ «  « — /599'673 
1887, “ « «1668800 


In connection with this statement as to the amount of small 
paper flowing into the bank from the petit commerce, the 
report as to overdue paper at Paris is worthy of note: — 





Dec. 27, 1886, paper overdue and oe . 1,302,124 fr. 
Recovered i in 1887, . . — 587,064 
Dec. 24, 1887, balance pane a or a a 715,060 fr. 


“Tt is to be remarked that in the course of the year 1887 we have had no 
fuilure of payment in our Paris portfolio.” 


This remarkable result is no doubt due to the fact that the 
paper in question had passed through one or two hands, and 
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was finally rediscounted by the bank, with, at least, one impor- 
tant indorsement. But still the small losses experienced by 
the Bank of France, even in revolutionary crises of the worst 
sort, like that of 1871, show the solidity of the mass of small 
dealers, for whom the bank is indirectly the constant resort. 


Proressor Luso BrenTANo, on assuming the chair of polit- 
ical economy at the University of Vienna in April last, chose 
for the topic of his inaugural address “The Classic School of 
Political Economy,” and discussed it with even less modera- 
tion than might have been expected from his previous utter- 
ances. The classic school is roundly condemned. Its doc- 
trines as to wages and distribution are declared to be quite 
worthless, and the theories of Marx and Rodbertus appear once 
more as legitimate deductions from Ricardo’s system. The 
following passage is characteristic : — 


If it be true, as all competent dbservers agree, that the economic, 
moral, political, and social condition of English workmen is to-day 
immeasurably better than it was in 1840, the reason is simply that the 
doctrines of classic political economy on capital and labor, and the iron 
law of wages which goes with those doctrines, were absolutely false. 


Nor is the doctrine of rent treated with more respect, while 
even the theory of money is said not to have been advanced 
by the classic writers. It is not surprising, after these criti- 
cisms, to be told that the history and description of industry 
are the most important tasks for the economist, and that the 
description of even the most modest of industrial phenomena 
is worth more than the acutest deductions from the selfishness 
of “the economic man.” These remarks indicate an intention 
to counteract the tendencies fostered at Vienna by Menger 
and by other Austrian scholars, against whom, indeed, the 
address seems in great part directed. In a foot-note to the 
address as published, Brentano goes so far as to say that 
neither in their conception of human nature nor in the objects 
they sought to attain was there any difference between the 
mercantile and the classic writers. The only difference lies in 
the means by which they sought to obtain their ends. Per- 
haps it is a sign of Philistinism that he should yet refer with 
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admiration to the investigations of Thiinen, who may justly 
be called the German Ricardo. Certainly, this address shows 
no such tone of moderation and conservatism as has begun 
recently to appear in the writings of distinguished German 
economists. 


Tae Imperial Statistical Bureau of Germany has published 
the results of the operations of the system of compulsory insur- 
ance against sickness for the year 1886, the first entire year for 
which the system was fairly in operation. Some of the figures 
are interesting. About 4,500,000 persons were insured, among 
whom there were 1,710,000 cases of sickness and 26,300,000 
days of sickness. The total expenses were 58,750,000 marks, 
of which 53,000,000 were actually spent in relief,— medical 
care, medicine, money payments,— so that the average day of 
sickness was relieved to the extent of two marks. The ex- 
penses of administration, on this showing, are certainly not 
unduly large. The total receipts were 62,130,000 marks. 

Another way of presenting the operations of the system is 
by comparing the various methods of insurance between 
which the sick insurance act leaves a choice. The total re- 
ceipts, the payments by workmen (it will be remembered that 
workmen are charged only two-thirds of the contribution paid 
by their employers), and the payments for relief were as 
follows for each person for the more important classes of asso- 


ciations : — 
(Figures denote marks.] 

















| 

|Receipts from| Payments Relief | Excess of 

jall sources per} by each to each relief over 

| workman. | workman. | workman. payments. 
Ortskrankenkassen, | 14.9 10.1 11.9 1.8 
Betriebskrankenkassen, | 16.8 11.2 14.6 33 
Hlilfskassen (registered), 14.6 14.6 12.6 2.* 
Communal insurance, 7.9 5.3 8.3 3. 

| 

* Deficiency. 


In all cases, the workman got more than he paid, except in 
the registered Hitlfskassen. These are voluntary friendly 
societies, which cannot levy on employers or on the public, 
and of course must pay expenses. Barring this exception, the 
workman received more or less of gratuitous aid, apparently 
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either from his employer’s contributions or from taxation. It 
should perhaps be stated that Ortskrankenkassen are associa- 
tions formed by the public authorities by grouping a number 
of similar establishments and occupations together. Betriebs- 
krankenkassen are formed of one or more establishments in 
the same trade. Communal insurance appears to yield least 
to the workman, and yet he pays a less proportion of the ex- 
penses than in other cases. 

The scale on which the legislation for compulsory insurance 
is being carried out is illustrated by the report for 1887 on 
sick insurance in Berlin. We take the following figures from 
the abstract of this report, prepared by Mr. Mugdan for Die 
Arbeiterversicherung. The total number of persons insured in 


Berlin was, 
At the close of 1885, 212,649 
. “ 1886, 231,841 
. “ 1887, 261,160 

By far the largest number of these (237,257 in 1887) were 
insured in the Ortskrankenkassen. The largest single associa- 
tion of this kind is the general Kasse for men and women 
engaged in industrial pursuits and not insured elsewhere, 
which had nearly 62,000 members. The Betriebskrankenkas- 
sen had, in 1887, a total membership of 17,893. 

As the number of cases of sickness does not increase so 
fast as the number of members, Mr. Mugdan concludes that 
“the associations, after all, have made progress in checking 
cases of pretended sickness.” 





Ir is reported that the Russian minister of finance has in- 
structed the Bank of Russia to make a fresh issue of incon- 
vertible paper, to the extent of 15,000,000 roubles. The issue 
is made nominally on the security of gold held by the bank 
for the imperial treasury; but, as the notes are not converti- 
ble and the holder has no means of enforcing this supposed 
pledge, the issue is in effect merely so much added to the 
volume of paper currency, already depreciated by excess. 
The addition is made in order to meet the increased autumn 
demand for currency, which, in Russia as in other agricultural 
countries, drains currency from the bank or other central 
reservoir at the time when the crops are seeking their market. 














— 
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This demand for more paper in order to move the crops will 
have a familiar sound to those who recall the experience of 
this country under the suspension of specie payments. The 
demand for more paper in Russia is also referred to as evi- 
dence of the increasing trade of the country and the demand 
for a more ample medium caused by growing prosperity. 
This, again, is a view of the case once familiar here, and a 
fresh illustration of the ease with which arguments can be 
found for postponing an unpleasant reform. The conclusion 
of the Economist is that, in fact, the financial position of the 
Russian government is so weak that it can make no effort 
towards throwing off its inconvertible paper. But, if so, where 
is the inflation to end? “Is every expansion of trade to be 
the occasion and the cause of further issues of notes?” That 
was the contention here. 





ANOTHER addition to the list of economic periodicals is 
made by the Archiv fir Soziale Gesetzgebung und Statistik, 
which appears under the editorship of Dr. Heinrich Braun, of 
Munich. Its scope is sufficiently indicated by the title; and, 
while it specializes within the field of economics, its subject is 
so wide and so full of important topics that there need be no 
lack of variety in its contents. The first number contains an 
introduction by the editor and papers by J. M. Barnreither on 
“ English Statistics as to Persons out of Work,” by O. Prings- 
heim on the “Condition of the Working Classes of Holland,” 
by A. Oldenburg on “Infant Mortality,” and by F. Erismann 
on the “Physical Condition of the Working Classes of Cen- 
tral Russia.” There is a department on legislation and an- 
other for notes and miscellanies, as well as the usual reviews. 
Contributions are promised from a number of writers, among 
whom we note some familiar names, with others which indi- 
cate that the Archiv will have, to a certain extent, a connec- 
tion of its own. We may expect from it contributions of 
high value for the advancement of social science and for the 
improvement of legislation. There will be four numbers 
yearly, at a subscription of twelve marks. The publisher is 
H. Laupp, of Tabingen, to whom subscriptions should be sent. 

Still another new publication is the Zeitschrift fur Agrar- 
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politik, which is edited by K. Frankenstein, and covers a topic 
of much present interest in Germany. It is to be published in 
twelve numbers yearly, at a subscription of 7.20 marks, by the 
firm of Béhme, in Leipzig. 


THE condition of factory labor in India has begun to attract 
attention; and the need of more factory legislation is shown 
by the report of the Bombay Factory Commission of 1885, 
which has been published recently in a parliamentary blue 
book. This Commission recommends that women be not 
allowed to work in the factories more than eleven hours, 
between six o’clock a.m. and six p.m.; that children under 
nine be not allowed to work at all; and that children between 
nine and fourteen be not allowed to work more than nine 
hours, between 7 a.m. and 5 p.m. The present legislation in 
India goes no farther than to restrict the work of children 
between seven and twelve to nine hours, and does not fix the 
time within which these nine hours must be taken. 

The Commission recommends also certain sanitary provi- 
sions, of which there are now none: the giving of four holidays 
per month (it seems there are now but fifteen holidays through- 
out the year in Indian factories); regulations for insuring 
the publicity of the law and the rules under it; and the repeal 
of the present exemption from restriction of factories employ- 
ing less than one hundred hands. It was in establishments 
of the last-mentioned kind that the most lamentable state of 
things was found to exist. In small ginning mills, the hours 
of work for months were from 5 a.m. to 10 p.m.; and at busy 
times work went on uninterruptedly, day and night, for a 
week. Yet even here legislative interference must be slow 
and tentative, lest the women employed be deprived of their 
employment or compelled to accept a reduction of their meagre 
wages. The Commission recommends, in regard to these 
cases, a restriction to sixteen hours, with two hours of rest, 
for factories working less than six months in the year. It 
does not appear that any legislation has yet followed these 
various recommendations. 

















NOTES AND MEMORANDA 


NOTE ON THE BANK OF AMSTERDAM. 


In the account of the Bank of Amsterdam, for which Adam 
Smith says that he is obliged to Mr. Henry Hope, there is a 
statement of the practice of the bank in receiving deposits of 
bullion, which has sometimes been found to present some diffi- 
culties. Smith ( Wealth of Nations, Book IV. chap. iii.) says 
that, to facilitate the trade in bullion, the bank had adopted 
the plan of giving credit upon deposits of gold and silver, at 
the same time giving a receipt to the depositor, entitling him 
to take out the bullion at any time within six months, upon 
retransferring a sum of bank money equal to that for which 
he had received credit and surrendering the receipt. The 
person who made a deposit obtained both a bank credit and 
a receipt, and could not withdraw his bullion without return- 
ing both: — 

The holder of a receipt cannot draw out the bullion for which it is 
granted without reassigning to the bank a sum of bank money equal to 
the price at which the bullion had been received. If he has no bank 
money of his own, he must purchase it of those who have it. The 
owner of bank money cannot draw out bullion without producing to the 
bank receipts for the quantity which he wants. If he has none of his 
own, he must buy them of those who have them. 


McCulloch, in a note (p. 215 of his edition of Smith), finds 
this arrangement somewhat mysterious, and concludes that it 
was a contrivance to prevent any depositor from drawing 
bullion until somebody else had deposited an equal amount, 
and that its object was to screen the really insolvent condition 
of the bank. McLeod, in his Dictionary of Political Econ- 
omy, p. 219, is unable to make anything of the arrangement, 
and says :— 


Surely there is some extraordinary error here. How can a man, upon 
a deposit of £100, receive both a transferable receipt and also a bank 
credit for an equal amount? That is as much as to say that for every 
deposit a man received credit to twice the amount. This part of Adam 
Smith’s account of the bank’s transactions seems to me to be wholly 
unintelligible. 


Neither of these authors seems to have understood that the 
transaction described by Adam Smith was simply an advance 
of money upon a pledge of bullion. The bank advanced 
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only upon assayed bullion or, later, upon coin, and to the 
extent of perhaps ninety-five per cent. of the assayed value. 
It gave the depositor or borrower, therefore, credit in bank for 
ninety-five per cent. and also a receipt, upon the surrender of 
which and the repayment of the advance and interest he 
could receive his bullion again. It was the ordinary case of 
a loan upon collateral, with a margin of value above the loan, 
where the right to redeem the collateral is a valuable right. 
It was necessary to repay the loan and also to return the 
pawn-ticket before the article pawned could be redeemed. 
Indeed, it is not easy to see how the business of advancing 
upon bullion could have been managed without some such 
arrangement for certifying the right to withdraw bullion, in 
addition to the mere repayment of the advance. 

Adam Smith remarks that “the receipt and the bank credit 
seldom keep long together.” The merchant who believed 
that his bullion would rise in the market might very well 
obtain an advance upon it for the greater part of its value, and 
then hold his receipt for the rise. His profit, when the rise 
came, he would secure either by redeeming his bullion and 
selling it or by selling the receipt itself. The form of the 
receipt is given by Mees, Proeve eener Geschiedenis van het 
Bankwezen in Nederland, p. 135, as follows : — 

Anno , the 

N. N. has brought into bank 1,000 ducatons at 60 stuyvers the piece, 
with the condition that he shall be held to withdraw the same within 
the space of six months, paying to the bank } per cent., or that other- 
wise, after the expiration of the aforesaid time, they shall be understood 
to be forfeited to the bank at the price aforesaid. 

8,000 f. M. M. 

The operation is also explained by Sir James Stewart and 
by Oudermeulen in his Récherches sur le Commerce, u. i. 59 
and 235, where the regulations for the assay of ingots and for 
advances upon them are given. 

That the Bank of Amsterdam, at the time spoken of by 
Smith, had parted with a large amount of specie, and so had 
a guilty secret to conceal, there is no doubt; but the arrange- 
ments commented on by McCulloch and McLeod appear to 
have no relation to that fact, but, on the contrary, to be a nat- 
ural mode of carrying on a legitimate branch of business. 

















CORRESPONDENCE. 





BUSINESS PROFITS AND WAGES. 


Mr. Macvane prefaces his note on the above subject in the 
last number of this Journal by the statement that his aims in 
writing are to make his own position clear and to abstain 
from controversy. I do not think he attains the former of 
these two aims. He certainly does not attain the latter; for 
he proceeds to give a paraphrase of my views on this subject, 
and to find fault with them. I do not wish to trespass on the 
patience of the readers of this Journal further than to say 
that I abide by my doctrines as expounded by myself, but that 
I do not accept the paraphrase of them given by Mr. Macvane. 

ALFRED MARSHALL. 


THE DISTRIBUTION OF PRODUCTS. 


I should have preferred to have the controversy between 
Mr. Atkinson and myself carried on in the pages of this 
review, as its circle. of readers, though narrower than that of 
the Forum, is undoubtedly more competent to pass upon 
economic questions. But, as Mr. Atkinson has seen fit to 
“change the venue” and as the editor of the Forum has 
kindly opened its pages to me, I will follow Mr. Atkinson into 
the arena he,has preferred, and reply to him at length on the 
termination of the series of articles he is now contributing to 
that periodical. When the time comes, I shall have no diffi- 
culty in showing: first, that Mr. Atkinson, despite his denial, 
did use the term “profits” as I understood it as well as in the 
sense he now claims; second, that the use of the word as a 
synonyme for “annual national savings” is illegitimate; and, 
third, if we allow Mr. Atkinson this illegitimate use of the term 
“ profits,” his position is far more untenable than as I under- 
stood him, as the theoretical basis of the calculation in dispute 


between us disappears entirely. 
Freperick B. Haw.ey. 














RECENT PUBLICATIONS UPON ECONOMICS. 





[Chiefly published or announced since July, 1888.] 





I. GENERAL WORKS, THEORY AND ITS HISTORY. 


CANNAN (E.). Elementary Politi- 
cal Economy. Oxford: Clarendon 
8vo. pp. 154. Is. 


Dretzet (H.). Karl Rodbertus. 
Darstel seines Lebens und 
seiner Le 2te Abth. Dar- 


stellung seiner Sozialphilosophie. 
Jena: Fischer. 8vo. pp. 247. 


4.50 m. 

ForNARI (T.). Delle Teorie Eco- 
nomiche nelle Provincie Napoli- 
tane dal 1735 al 1830: Studii 
Storici. Milan: U. Hoepli. 8vo. 
pp. 768, 12.50 fr. 

HERRMANN (E.). Volkswirthschaft 
und Unterricht. Ein Beitrag zur 
Schulreform vom volksw. Standp. 
(Heft 71 and 72 of Volkswirth- 
schaftliche —_ Berlin: 
Simion. 8vo. pp. 1m. 

Das Causalitiatsgesetz 
zialwissenschaft. Har- 
lem: Willink. 8vo. pp. 76. 1.50m. 

LesuieE (T. E. C.). Essays in Polit- 
i [New edition.] 
8vo. pp. 446. 


10s. 

LuzzaTri (G.). Evoluzione Eco- 
nomica e del Valore. Ve- 
nezia: Tip. M. Fontana. 8vo. 
pp. 73. 

Mopgeste (V.). La Vie: 


@ omie Politique. Paris: 
Guillaumin & Cie. 18mo. 3.50 fr. 


Ktude 


RAFFALOVicH (S.). Bentham: 
Principes de Législation et d’Eco- 
nomie Politique. [Petite Bibl. 

con.] Paris: Guillaumin & Cie. 
382mo. pp. 235. 1.50 fr. 

RoscHErR (W.). Traité d’ Economie 
Politique Rurale. Traduit par C. 
Vogel, avec Préface de L. Passy. 
Paris: Guillaumin & Cie. S8vo. 
pp. 882. 18 fr. 

SALVADOoRI (C.). Le Basi della 
Scienza Economica: Studii Critici. 
Rome: Tip. Aldina. 16mo. pp. 172. 


In Periodicals. 

Artom (C.). La Recente Evoluzione 
della Metodologia nella Scienza 
Economica Tedesca. Giorn. degli 
Econ., Oct. 

Fovitte (A. de). Essai de Mé- 
téorologie Economique et Sociale. 
Journ. de la Soc. de Stat. de Paris, 
July. 

Leroy-BEAULIEU (P.). L’Etat Mo- 
derne et ses Fonctions. Rev. des 
Deux Mondes, Aug. 15. 

Matruews (R.). Ethics and Eco- 
nomics. Pop. Sci. Monthly, Oct. 

MENGER (C.). Zur Theorie des 
Kapitals. Jahrb. f. Nat. Oek., 
17, Heft 1. 

ScHARLING (W.). Werttheorien und 
Wertgesetze. [Concluded.] Jahrb. 
f. Nat. Oek., 16, Heft 6. 


Il. PRODUCTION, EXCHANGE, AND TRANSPORTATION. 


BLoxEck (R.). Untersuchungen iiber 
die Produktionskosten der Getrei- 
dekérner. (In Elster’s Staatswis- 

Jena: 

1.80 m. 


senschaftliche Studien.) 
Fischer. L 


8vo. pp. 54 


Touta (F.). Die Steinkohlen, ihre 
Eigenschaften, Vorkommen, Ent- 
stehung und nationalékonomische 
Bedeutung. [Maps and plates. ] 
Vienna: Hélzel. 8vo. 6m. 


























In Periodicals. 


Beaumont (H. de). De !’Influence 
du P s Scientifique sur les 
Crises Industrielles et Commer- 
ciales. L’EKcon. Frangais, Sept. 8. 

Hap.ey (A. T.). The Railroad in 
its Business Relations. Scribner’s 
Mag., October. 

HorrMaNNn (M.). Les Tarifs de 


III. SOCIAL QUESTIONS, 


ApuLeER (G.). Die Frage des in- 
ternationalen Arbeiterschutzes, 
Nebst Kritik der Ansicht Gustav 
Cohns. (Aus Annalen d. Deutschen 
Reichs.) Miinchen: Hirth. 8vo. 
pp. 117. 1.50 m. 

BAvER (E.). Das Capital und die 
Capitalmacht. Grundsiitze und 
Thatsachen zum Verstindniss der 
sozialen Frage. Leipzig: Grimm. 
8vo. pp. 191. 1m. 

BERTRAND (L.). Le Logement de 
VYOuvrier et du Pauvre en Bel- 
gique. Bruxelles: Imp. Lefévre. 
12mo. pp. 323. 3.50 fr. 

BonHaAM (J. M.). Industrial Lib- 
erty: An Analysis of the Existing 
Condition of the United States, 
with Special Reference to the Re- 
lations to the Public of Railways 
and Trusts. New York: G. P. 
Putnam’s Sons. 8vo. pp. 423. 
$1.75. 

Boreut (R. von der). Gutachten 
iiber die Grundziige zur Alters- 
und Invalidenversicherung. Aix: 
Barth. 8vo. pp. 26. _.60 m. 

CLouzaRp (J. J. A.). Etude sur la 
Rétribution Légitime du Travail 
Manuel, Intellectuel, et du Capital. 
Par un ancien ouvrier associé. ] 

aris: Guillaumin & Cie. 18mo. 
pp. 183. 

Dausy (J.). Del’ Amélioration de la 
Condition des Classes Laborieuses 
et des Classes Pauvres en ~~ 
Brussels. 12mo. pp. 372. 5 fr, 

Des Gréves Ouvribres. 
Brussels. 12mo. pp. 210. 3.50 fr. 

Grpon (A.). La Liberté du Travail 
et les Gréves. Paris: Guillaumin 
& Cie. 8vo. 2 fr. 

Giton (E.). Miséres Sociales. La 





RECENT PUBLICATIONS UPON ECONOMICS 








111 


Chemins de Fer. Journ. de la 
Soc. Stat. de Paris, July. 

RAFFALOVICH (A.). La Nouvelle 
Loi Fédérale sur l’ Exploitation et 
les Tarifs de Chemins de Fer aux 

tats-Unis. Journ. des Econ., 
Sept. 

UNSIGNED. Relative Advantages of 
the Railways and Waterways of 
Germany. [Trans. from Bull. du 
Min. des Travaux Publics.] Journ. 
of Stat. Soc., June. 


LABOR AND CAPITAL. 


Lutte pour le Bien-étre [prize 
awarded by Roy. Acad. of Bel- 
gium]. Paris: Lib. Universelle. 
8vo. pp. 430. 7.50 fr. 

Husson (F.). L’Industrie devant 
les Problémes Economiques et So- 
ciaux: travail, mutualité, épargne. 
Tours: Imp. Arrault. 18mo. pp. 
351. 3.50 fr. 

Leur (A.). Aus der Praxis /der 
friiheren Haftpflichtgesetzgebung 
in Deutschland, und der sich an 
dieselbe anschliessenden Unfall- 
versicherung. Leipzig: Giese¢ke 
& Devrient. 8vo. pp. 122. 2.40 m. 

LE SAULNIER (A.). Les Ouvriers 
des Usines et Manufactures au 
Point de Vue Economique et Juri- 
dique. [Thesis.] Paris: Guillau- 
min & Cie. 8vo. pp. 399. 8 fr. 

MANNEQUIN (T.). La Question 
Sociale et la Science. Paris. 8vo. 
pp. 258. 

MEYER (A.). Ueber Altersversich- 
erung der Arbeiter. Vortrag. 
— Volkswirthschaftliche Zeit- 
ragen.] Berlin: Simion. 8vo. 
pp. 23. 1m. 


In Periodicals. 


ADLER (H.). Landwirthschaft, 
Zwischenhandel, und Consum [on 
co-operation in agriculture]. Un- 
sere Zeit, Heft 9. 

BarRE (E.). Ueber den landlichen 
Wucher im Saar- und Mosel- Ge- 
biet. Preuss. Jahrb., 62, Heft 3. 

Bortzow (C.). Die offentliche Ar- 
menpflege in den _ grdssten 
deutschen Stidten, nach den Er- 
gebnissen der Reichsarmenstatistik 














112 


von 1885. Jahrb. f. Nat. Oek., 
16, Heft 6. 

Bryce (L. S.). Socialism through 
American Spectacles. Nineteenth 
Cent., Sept. 

BurecuHerR (K.). Die wirthschaft- 
liche Interessenvertret in der 
Schweitz. Zeitschr. f. ges. Staatsw., 
44, Heft 2. 

CHAMPION (H. H.). The New Labor 
Party. Nineteenth Cent., July. 
FE.xkrn (H. M.). The New National 
Insurance Laws of Germany. Con- 

temp. Rev., Aug. 

Gunton (G.). Economic and Social 

ts of Trusts. Pol. Sci. Quar- 
y, Sept. 

HrrscuHBere (E.). Der Schutz der 
Arbeit und der Armuth durch den 
Staat. Deutsche Revue, Aug. 

KLEINWAECHTER (F.). Zur Frage 
der standischen Gliederung der 





QUARTERLY JOURNAL OF ECONOMICS 





Gesellschaft. Zeitschr. f. ges. 
Staatsw., 44, Heft 2. 

LAVELEYE (E. de). Les Commu- 
nautés de Famille et de Village. 
Rev. d’Econ. Pol., Aug. 

Mournari (G. de). La Bourse du 
Travail. Journ. des Econ., Sept. 

MUENSTERBERG (E.). Berichte iiber 
die achte Jahresversammlung des 
deutschen Vereins fiir Armen- 
pilege und Woblthiatigkeit. Jahrb. 
. Gesetzg., 12, Heft 3. 

PLUNKETT (H. C.). Co-operative 
Stores in Ireland. Nineteenth 
Cent., Sept. 

RaxE(J.). State Socialism. Contemp. 
Rev., Aug., Sept. 

ScHAEFFLE (A. E. F.). Der Mangel 
an Individualisierung in der Al- 
ters- und Invalidenversicherung. 
Zeitschr. ges. Staatsw., 44, Heft 3. 

UNSIGNED. The Co-operative Con- 
gress. Westm. Rev., July. 


IV. LAND. 


Pisch Fe ye 
e eine Grundbuc 
setz in seiner praktischen yt 

wendung. Vienna: Konegen. 8vo. 
pp. 287. 5m. 

Brear (W.E.). The British Farmer 
and his Competitors. London and 
New York: Cassell & Co. 16mo. 
pp. 165. 18. 

GoLtz, CLASSEN, and others. Hand- 
echaft. “' Lieferung. ‘Tubingen: 
sc eferung. gen: 
Laupp. Large 8vo. 3m. 

RonvEL (G.). La Mobilisation du 
Sol en France. [Circulation mo- 
bilitre, forme sociale de la _ 
priété foncitre.] Paris: Guillau- 
min & Cie. 8vo. 6 fr. 


In Periodicals. 
Brrnspaum (H.). Die Zwangsvoll- 


streckung in das unbewegliche 
Vermégen und der Wucher. 
Jahrb. f. Gesetzg., 12, Heft 3. 


Coste (A.). Une Ferme de Cent 
Hectares, d’aprés les Résultats 
de lEnquéte Agricole de 1882. 
Journ. de la Soc. de Stat. de Paris. 
Aug. 

Eckert (R.). Agrarpolitische 
Fragen. [Agricultural colonies 
and peasant proprietorship in Ger- 
many.] Unsere Zeit, Heft 8. 

Fup (L.). Das Erbrecht des Code 
civil und der biuerliche Grund- 
besitz. Jahrb. f. Gesetzg., 12, 
Heft 3. 

LeurR (J.). Eine Prinzipienfrage 
der Forstwirthschaft. Viertelj. f. 
Volksw., 25, Band III., 1, 2. 


V. POPULATION, EMIGRATION, AND COLONIES. 


a (J.). . ans 
zur Uebervélkerungsfrage. Neu- 
wied: Heuser. 8vo. pp. 91. 2m. 


In Periodicals. 


Arxinson (E.). Must Humanity 
starve at last? Forum, Aug. 





ScHAEFFLE (A. E. F.). Kolonialpo- 
litische Studien. [Fourth, con- 
cluding, article.] Zeitschr. f. ges. 
Staatsw., 44, Heft. 2. 


SmirH (R. M.). Control of Immi- 


ation. [Third article.] Pol. Sci. 
Quarterly, Sept. 


Se 


























RECENT PUBLICATIONS UPON ECONOMICS 113 


VI. INTERNATIONAL TRADE AND CUSTOMS TARIFFS. 


Exot (G. W.). Tariff and Wages. 
Buffalo: Moulton, Wenborne & 
Co. 16mo. pp. 115. 25 cts. 


MAYER (A.). Zur Begriindung von 
Schutzzéllen, in Sonderheit fiir 
die Landwirthschaft. Heidelberg: 
Winter. 1.20 m. 

Taussie (F. W.). Topics and Ref- 
erences on the Tariff History of 
the United States. Cambridge: 
Waterman & Amee. 8vo. pp. 28. 
50 cts. 

. The Tariff History of the 

United States from 1789 to 1888. 





VII. FINANCE 


CHAYTOR (H.). Secrets of National 
Finance. [Originally pub. in Fair 
Trade.}] London: Allen. 8vo. pp. 
154. 3s. 6d. 

De’ Viti pg’ Marco (A.). Il Carat- 
tere Teorico dell’ Economia Finan- 
ziaria. Rome. 8vo. pp. 179. 5 fr. 

Gu1e@narRD (A.). De la Suppression 
des Octrois et de leur Remplace- 
ment [with résumé of communal 
taxes in Belgium]. Paris: Guillau- 
min & Cie. 8vo. pp. 308. 6 fr. 

MANNDORFF (R. von). Die ein- 
heitliche Hauseinkommensteuer. 
Versuch eines Gesetzentwurfes 
nehst Motivenbericht. Griitz. 8vo. 
pp. 63. 1.70 m. 

NeyMARCK (A.). Les Valeurs Mo- 
biligres en France: Ktude Finan- 
ciére. [See Journ. de la Soc. de 
Stat. de Paris.] Paris: Guillau- 
min & Cie. 8vo. 2.50 fr. 

Ricca SALERNO (G.). Scienza delle 
Finanze. Firenze: G. Barbera. 
16mo. pp. 263. 2 fr. 

UNSIGNED. Bericht iiber die Ver- 
handlungen der XIII Generalver- 
sammlung der as der 
Steuer- und Wirthschafts- Reformer 
in Berlin, Feb., 1888, erstattet vom 
Bureau des Ausschusses. Berlin: 
Allg. Verlags-Agentur. 8vo. pp. 
159. 2m. 

In Periodicals. 

BovucHarp (L.). Les Finances de 
Y Ancienne Monarchie. Journ. des 

Econ., Sept. 


New York: G. P. Putnam’s Sons. 
8vo. pp. 287. $1.25. 


In Periodicals. 
CHAILLEY (J.). L’ Income Tax et le 
Commerce Frangais d’ Exportation. 
L’Econ. Frangais, Aug. 18. 
PuLsrorp (E.). An Australian Les- 
son. Nineteenth Cent., Sept. 
Taussie (F. W.). How the Tariff 
affects Wages. Forum, Oct. 
UNSIGNED. Internationale Zucker- 
konference in London [correspond- 
ence and documents]. Staatsar- 
chiv, Band 48, Heft 3, 4. 


AND TAXATION. 


DELATOUR (A.). L’Incidence des 
Impéts sur l’Intérét des Capitaux. 
Annales de Ec. Libre des Sci. 
Pol., July. 

FoviLueE (A. de). Les Valeurs Mo- 
biligres en France. L’Econ. Fran- 
gais, July 14, Aug. 4, Sept. 15. 

GomEL(C.) Le Rendement des Nou- 
velles Lignes de Chemins de Fer 
et la Diminution possible des Bé- 
penses de |’Etat. L’Econ. Fran- 
gais, Aug. 18. 

HosuovssE (Lord). Local Taxation 
: —— Rents. Contemp. Rev., 

uly. 

Koenre (G.). Eine direkte Reichs- 
steuer fiir Deutschland und auch 
fiir Oesterreich-Ungarn. Zeitschr. 
ges. Staatsw., 44, Heft 3. 

LEROoY-BEAULIEv (P.). Les Droits 
sur les Successions en France et 
dans les principaux pays civilisés. 
L’Kcon. Frangais, Sept. 8, 15. 

Les Fonds d’ Etat des divers 

ys d’Europe et d’Amérique au- 
ourd’ hui et de puis le Commence- 
ment du Sidcle. L’Econ. Francais, 
Aug. 18, 25, Sept. 1. 

PALGRAVE (R. H. I.). Progressive 
Taxation as levied in Switzerland. 
[Basel-Stadt, Vaud, and Uri.] 
Journ. of Stat. Soc., June. 

Stourm (R.). Le Capital de la 
Dette Publique en France. L’Econ. 
Francais, Aug. 11. 

UNSIGNED. well’s History of 





Taxation. Edinb. Rev., July. 








114 QUARTERLY JOURNAL OF ECONOMICS 


VIII BANKING, CURRENCY, CREDIT, AND PRICES. 


AtLarp (A.). Etude sur la Crise 
Agricole, Commerciale, et Ouv- 
riére, et ses Causes Monétaires en 
Angleterre. Brussels. 4to. 7s. 6d. 

Datua Votta (R.). Sulla Recente 
Depressione Economica. [Me- 
moir read before the Acad. dei 
Georgofili.} Florence: Tip. M. 
Cellini. 8vo. pp. 40. 

Dazet (G.). La ue de France: 
Fin du Privilége. Paris: Garnier 


FREWEN (M.). The Economic Crisis. 
London: Kegan Paul, Trench & 
Co. 8vo. 4s. 6d. 

NassE (E.). Das Sinken der War- 
enpreise wahrend der letzten finf- 
oka Jahre. [Two articles from 
Jahrb. f. Nat. Oek., 17.] Jena: 
Fischer. 8vo. pp. 70. 

RocuussEN (J.). Studies over Geld- 
en Muntwezen. Hague: Gebr. 
Belinfante. 8vo. pp. 307. 3gulden. 


In Periodicals. 


ATKINSON (E.). Bericht iiber den 
Bimetallismus in Euro: [Trans- 
ve f. Volksw., 25, 
Ban 


d IIL, 1. 
Epceworts (F. Y.). Some New 


IX. LEGISLATION. 


Anonymous. Der Gesetzentwurf 
iiber die Stellung der Erwerbs- und 
Wi ossenschaften, mit 
dem Gesetze vom 4 Juli, 1868. 
In Schriften des Vereins zur 

ne der wirthsch. Interes- 
sen. rlin: Puttkammer und 
Miihlbrecht. 8vo. pp. 105. 2m. 

GuTTMANN (W.). Die Reichsge- 
setze betreffend die Besteuerung 
= dasuneyants . ++ nebst = 

us mmungen vom 
September, 1887, und ... Ergiin- 
zungen derselben bis Ende Dezem- 
ber, 1887. Breslau: Korn. 8vo. 


pp. 245. 4 m. 

Krat (F.). Die Alcoholfrage in 
Oesterreich und der Gesetzentwurf 
zur Hintanhaltung der Trunken- 
heit. Eine soziale-statist. Studie. 
Leipzig: Duncker & Humblot. 
8vo. pp. 127. 2.40 m. 











Methods of measuring Variation 
in General Prices. Journ. of Stat. 
Soc., June. 

FAUCcHILLE (P.). Du Frai des Mon- 
naies, spécialement dans |’ Union 
Latine: Etude Théorique et de 
Droit comparée. Annales de |’ Ec. 
Libre des Sci. Pol., July. 

FouRNIER DE FLAIxX (E.), Progrés 
des Banques aux Etats-Unis. 
Journ. des Econ., Aug. 

Lexis (W.). Ueber gewisse Wert- 
gesammtheiten und deren Bezieh- 
ung zum Geldwert. Zeitschr. f. 
ges. Staatsw., 44, Heft 2. 

Neuere Schriften iiber Geld- | 
und Edelmetalle. Jahrb. f. Nat. 
Oek., 17, Heft 1. f 

Monain (M.). De l’Abondance de 
la_ Monnaie Métallique. Rev. 
@’Econ. Pol., Aug. 

REICHSBANK, Verwaltungsbericht 
der, fiir das Jahr 1887. Ann. des 
Deutsch. Reichs, No. 10. 

Ropotico (G.). Le Banche Nazio- 
nali e la Valuta negli Stati Uniti 
d@’America. Giorn. degli Econ., 








Oct. 

Srruck (E.). Der internationale 
Geldmarkt im Jahre 1887. Jahrb. 
f. Gesetzg., 12, Heft 3. 


In Periodicals. 

Braun (K.). Kunstwein und Wein- 
kunst [on legislation in regard to 
adulterating wine]. Viertelj. f. 
Volksw., 25, Band III., 2. 

PHILLIPOVICH (E. von). Die wirth- 
schaftliche Gesetzgebung Eng- 
lands in den Jahren 1886 und 1887. 
Jahrb. f. Nat. -Oek., 17, Heft 1, 2. 

STRINGHER (B.). Legislazione dell’ 
Alcool nella Svizzera. Giorn. degli 
Econ., Aug. 

UNSIGNED. Die Alters und Invalid- ' 
enversicherung der Arbeiter. [Ge- 
setzentwurf nach den Beschliissen 
der Bundesrathsausschiisse, July, 
mag Ann. d. Deutsch. Reichs, 

() 


. Die Revision des Genossen- 
schafts-Gesetzes [Entwurf, Begriin- 
dung]. Ann. des Deutsch. Reichs, 
No. 10. 

















RECENT PUBLICATIONS UPON ECONOMICS 





115 


X. ECONOMIC HISTORY AND DESCRIPTION. 


Ascurotr (P. F.). The English 
Poor Law System, Past and Pres- 
ent. [Trans. by H. Preston- 
Thomas, with preface by H. Sidg- 
wick.] London: Knight & Co. 
8vo. pp. 350. 10s. 6d. 

AsHLey (W. J.). An Introduction 
to English Economic History and 
Theory: The Middle Ages. New 
York: G. P. Putnam’s Sons. 16mo. 
pp. 240. $1.50. 

DENTON (W.). England in the Fif- 
teenth Century. London: Bell & 
Sons. 8vo. pp. 334. 12s. 

FRIEDLAENDER.  Fortschritte der 
Theerfarbenfabrikation und ver- 
wandter Industriezweige. Berlin: 


Springer. Imp. 8vo. 24m. 
GARCIA DEL Busto (V.).  Situa- 
cién Econémica de Espafia. Mad- 


rid. 4to. pp. 121. 4 fr. 
Grap (C.). Le Peuple Allemand, ses 


Forces et ses Ressources. Paris: 
Hachette. 18mo. pp. 450. 
HAAB (R.). Beitrag zur Geschichte 


und Dogmatik der Handels-Firma. 
Strassburg: Heitz. 8vo. pp. 61. 
1 m. 

Reynaup (L.). L’Année Finan- 
citre [6me année]. Histoire des 
Evénements financiers de 1887. 
Paris: Chevalier-Marescq & Cie. 
18mo. pp. 320. 3.50 fr. 

ScHAEFER (Editor). Hanserecesse 
von 1477 zu 1530. Leipzig: 
Duncker & Humblot. Imp. 8vo. 
8 vols. 24m. 

ScHauBE (A.). Das Konsulat des 
Meeres in Pisa. Ein Beitrag zur 
Geschichte des Seewesens, der 
Handelsgilden, und des Handels- 
rechtes im Mittelalter. Heft 2 
of Band 8 of Schmoller’s For- 
schungen.] Leipzig: Duncker & 
Humblot. 8vo. pp. 322. 7m. 

VERNEY (Lady). How the Peasant 
Owner lives in parts of France, 
Germany, Italy, and Russia. Lon- 


XI. 


Anonymous. Tabellarische Ueber- 


sichten des hamburgischen Han- 
dels im Jahre 1887, zusammenge- 
stellt von dem handelsstatistischen 
Bureau. 
Jeve. 


Hamburg: Schroder & 
4to. pp. 269. 








a Macmillan & Co. 8vo. 3s. 
6 


WARTMANN. Industrie und Handel 
des Cantons St. Gallen, 1867 bis 
1880. St. Gallen: Huber. 4to. 10m. 


In Periodicals, 


Asner (G. M.). Ein Blick in das 
Leben der Pariser Kleinindustriel- 
len. Deutsche Rundschau, 14, 
Heft 12. 

ATKINSON (E.). Progress from Pov- 
erty. Forum, Sept. 

The Progress of the Nation. 

Forum, Oct. 

BERTAGNOLLI (C.). Delle Tras- 
formazioni vecchie e recenti dell’ 
Agricoltura nostra e forestiera. 
Giorn. degli Econ., ao 

Boots (C.). Condition and Occupa- 
pations of the People of East Lon- 
don and Hackney, 1887. Journ. 
of Stat. Soc., June. 

Happow (R.). The Miners of Scot- 
land. Nineteenth Cent., Sept. 

PoTTER (Beatr.). East London 
Labor. Nineteenth Cent., Aug. 

Suprno (C.). Le Corporazioni di 
Arti e Mestieri in Italia nei Secoli 





XVIe XVII. Giorn. degli Econ., 
Oct. 
UNSIGNED. Zustand und Fort- 


schritte der deutschen Lebensver- 
sicherungs-Anstalten im Jahre 
1887. Jahrb. f. Nat. Oek., Supple- 
ment-Heft 14. 

Varieny (C. de). Les Grandes For- 
tunes en Angleterre. II. Les In- 
venteurs: La Presse. Rev. des 
Deux Mondes, Sept. 1. 

WALKER (F. A.). The Knights of 
Labor. New Princeton, Sept. 
WELLs (D. A.). Economic Disturb- 
ances since 1873. [In reply to the 
Chronicle, concluded. | Senn, and 
eo Chron., July 14, 28, Aug. 

5 ae 


STATISTICS. 


.  Statistisches Jahrbuch fiir 
das deutsche Reich. 9 Jahrgang, 
1888. Berlin: Puttkammer & 
Miihlbrecht. 2.40 m. 

FERROGLIO (G.). Sunto delle Lezioni 
di Statistica. [Univ. of Turin, 











116 


1887-88.] Torino: Tip. G. Bruno 

eC. 8vo. Pp. 204. 

Hasse (E.). ie Organisation der 
amtlichen Statistik. Antrittsvor- 
les zu_ Leipzig. _Leipzig: 
Duncker & Humblot. 8vo. pp. 
18. 1m. 

Paris, Résultats Statistiques du 
Dénombrement de 1886 pour la 
Ville de, et le Département de la 

= Renseignements relatifs 

aux nombrements antérieurs. 
8vo. 940. [Also abridged in 
pp. 877.| Paris: Lib. G. Masson. 

SmirH (R. M.). Statistics and Eco- 
nomics. A Treatise on Statistics 
as a Contribution to the Construc- 
tion of a Social Science. Publ. of 
Am. Econ. Assoc.: Baltimore. $1. 


XII. 


Gutitot (D.). Etude sur la Marine 
Marchande. La Crise: les Re- 
médes. Paris: Guillaumin & Cie. 
8vo. pp. 111. 2 fr. 

Hasg (O.). Der Verband der Be- 
rufsgenossenschaften. Begriind- 

ben, Grenzen. Leip- 


ung, A 
zig: 4to. 


Breitkopf & Hiirtel. 
pp. 53. 1 m. 

OxELsNER. Der Volkswirthschafts- 

unterricht auf Schulen [in Deutsche 


QUARTERL Y JOURNAL OF ECONOMICS 





In Periodicals. 


Bortzow (C.). Die landwirthschaft- 
liche Statistik in Belgien und 
im deutschen Reiche. Zeitschr. 
des Preuss. Statistisch. Bureaus, 
Jahrg. 28, Heft 1. 

SaLvion1(G.). Appunti di Statistica 
Teoretica a Proposito d'una Opera 
di Augusto Meitzen. Giorn. degli 
Econ., Aug. 

UNSIGNED. Wirkliche und Mittel- 
preise der wichtigsten Lebensmit- 
tel fiir Menschen und Thiere in 
den bedeutendsten Marktorten der 
preussischen Monarchie wahrend 
. . . 1887. Zeitschr. des Preuss. 
Statistisch. Bureaus, Jahrg. 28, 
Heft 2 [Beilage]. 


NOT CLASSIFIED. 


Zeit- und Streitfragen]. Hamburg: 
Verlagsanstalt. 8vo. .80 m. 
Witson (W.). An Old Master 
[Adam Smith]. New Princeton, 
Sept. 
In Periodicals. 
KLEINWAECHTER (F.). Bericht der 
Gewerbe-Inspectoren iiber ihre 
Amtsthitigkeit im Jahre 1887 (re- 
view of). Jahrb. f. Nat. Oek., 17, 
Heft 1. 











